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LETTER OF TRANSMITTAL

NoveMzer 10, 1950,

My Dear Mz, Preswext: On March 31, 1950, you asked ms to
undertake an assignment as your special assistant to make recom-
mendations to you in charting our course in the field of foreign eco-
nomic policies and programs.

You pointed out that “our basic purpose has been, and must continue
to be, to help build a structure of international economic relationships
which will permit each country, through the free flow of goods and
capital, to achieve sound financial growth without the necessity for
special financial aid.” :

You further stated that “it is now time for us also to look ahead and
assure ourselves that our own policies are those which will serve best
to reinforce our economic strength and that of the other free nations
of the world.” You requested me to assist you in your task of deter-
mining “the nature, dimensions and significance of this problem” and
in developing “the broad lines of policy which in turn must be laid
before the public and the Congress.” You instructed me to advise
and assist in coordinating and stimulating the activities of the various
governmental agencies wkich ean contribute to the solution of the
problem and to obtain the views of experts and interested groups out-
side the Government on particular aspects of the problem.

In accordance with your instructions and with the heip of a small

staffy I proceeded to develop a detailed program of analysis among b

the appropriate agencies of the Government directed toward ade-

quately defining the problems which faced us and arriving at definite
recomn:andations. I also proceeded to initiate a program for obtain- e
ing the views of leading private citizens on a systematic and wxde—

spread basis, | S
These activities were well under way when conditions were drasti-

cally changed by the aggression in Korea and the subsequent decisions -
to build up rapidly the defensive capabilities of the free world. This .~
series of events did not in fact change the basic nature of the problem
we were tackling. The paramount problem is not to schieve any
specific objective with respect to our total balance-of-payments pesition o
but is rather how to make our foreign economic policies serve most

effectively our total national and foreign policy requirements.

These events did, however, markedly change the dimensions of the
problem. At the same time, they increased the need for effective
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programing in the foreign economic field. In view of the uncertainties
which entered into the picture and the *".ae available to me, it has been
impessible to arrive at final judgments with respect to many program
matters, particularly those of 2 quantitative nature.

The report which I am herewith submitting to you outlines in broad
terms what are, in my judgment, the major problems now facing this
country in the foreign economic field and the general fremework of
policies and programs designed to meet these problems. In this task
I have been greatly assisted by the generous and effective efforts of

many Government agencies which have made available the ability and

time of numerous staff members to work on specific projects. One
evidence of their contribution is tne collection of working papers, over
50 in number, on which many parts of this Report are based. Manytop
officials have given freely of their time to me and my staff in discussing
various subjects in the Report, and I have also discussed the Report
or certain sections of it with numerous leading private citizens in
various walks of life. The analysis and the recommendations in the
Report represent my considered judgment, and they should not be
taken as necessarily rzpresenting the views of other officials in the
Executive Branch. |
While I hope that this Report will be of assistance to you in making -
essential decisions with respect to foreign economic policies, much
further work remains to be done within the appropriate departments
and agencies to convert this policy statement into an operating
program,
It is furthermore necessary to assess the impact of foreign economic

programs on our domestic economy in relation to the other require-
ments of our national policies, including civilian requirements and onr
productive capacity. In considering the problems falling within my
terms of reference I have constantly borne in mind the overriding
need for preserving a strong and dynamic economy in our own country .
and for maintaining the soundness of the dollar with ail which that =
implies. Unless this is done, the objectives outlined in the Report -

cannot be fully attained. B
I am sincerely grateful to you for your constant sapport and

encouragement in this undertaking,

Respectfully vours,



Gorvox Gray, Special Assistant to the President.
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Summary and Recomrmendations

Osszrcrrves or Our Foreran Econoxic Poricy

The overriding objective of our foreign policy is to establish a just
and lasting peace among nations. In achieving this objective, our
policies in the economie, political, military, and infcrmational fields
all play an essential role. They must be coordinated and directed
toward the central objective, and must be adjusted to changing
circumstances. They must all be part of a total policy which permits
the strengthening of our own economy.

This country has recognized that our foreign policy objectives can-
not be obtained by negative measures. It was essential after the war
to restore political and economic stability in the areas disrupted by
war. It is now essential to build adequate military strength for the
free world. It also remains essential to recognize and offer con-
structive leadership in meeting the increased need throughout the
world for economic progress as a foundation for lasting peace. The
contribution of our foreign economic policy has been and is to supply
positive measures toward these ends—to help build the economic con-
ditions and relationships needed for the growth of democratic societies
able to defend themselves and to improve their living standards,

This Report examines the most important aspects of our foreign

economic policy, and analyzes the prospective problems in this field. |

It suggests the steps that should be taken in the future to ensure that,
under the new circumstaneces, our foreign economic programs continue
to support our foreign policy objectives effectively. Some economic
questions, which are clearly subordinate to other considerations, are
not dealt with here.

In the economic field, as well as in the political field, this country
had embarked on the basic outlines of a constructive foreign policy
before the hostilities of World War II had ceased. We gave as-
sistance to prevent hardship and stimulate recovery, and we joined in

developing unprecedented measures for international economic co- .

operation. But the obstructions and aggressive designs of the Soviet '.
Union have increasingly threatened the continued sveeess of these
efforts. The outbreak of open aggression in Korea illuminated the
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immediate military danger and demonstrated the need for greater
defensive strength in the free world. L
 'The programs needed to build adequate defensive strength among
the free nations must be undertaken, and this involves a reexamina-
tion of our objectives and capabilities both within our own country

and in our foreign programs. But we must not forget that the confliet -~

with the Soviet Union has also become intensified in the economic and

political fields. Tke Soviet Union is desperately trying to ca;)ltahze
on the swelling social and economic pressures now dominant through- =
out the world. The free nations can and must hold the initiative in -
this area through a positive program, aimed at peace and justice,and
capable of attracting the understanding and support of peoples every- .

where. Without such a program, military strength may m
ineffective in the years to come.

In this task, our foreign economic DOIICI&S and measures nlay an -
important role. They will continue to require financial support by -
the United States Government. Recent developments have made it -
impossible to prepare firm estimates of program requirements, but =~
these requirements in the future, including loans and grants, should ~
be substantially less than we have been spending for these putposes =

during the past year. In terms of our own interests and of growing =
collective strength, the gains will far outweigh the costs, as they have

in recent years. Increasingly we will find, as we already are finding, A

that other countries are more and more able and willing to contribute

to the accomplishment of mutual objectives, and our pohcme should

be based upon this expecmnon.

Economic programs in themselves, however, are not enough, andeao- L
nomic aid assuch has an even more restricted role. Continuingdollar
subsidies are not a sound basis for our international relations, and our
 own requirements for economic growth and military strength limit
our ability to furnish aid to others. Thus our undertakingsin thefield =
of foreign aid must be based upon a careful assessment of the compet-
ing demands on our limited resources, and of the relative importance
and usefulness of the demands to our objectives. Such programsmust
be supplementary to leadership on a broader plane, encompassing ot
effective economie, political, and informational policies, as well a.s FET

military protection.

‘While we prepare to meet the mﬂ_ltary threat of Sovlet Commumsm, |
‘we must make clear to all peoples that the basic objectives of our

foreign policy remain unchanged. Within the United States we must
revognize that sound economic statesmanship and measures are funda-




mental to the achievement of our objectives. Owur military programs
are entirely defensive. Through them we merely seek to counter the
military advantage now possessed by the forces of Soviet imperialism.
But in the economic and socisl field the free nations must maintain

the offensive. They must demonstrate that effective use of resources

and the establishment of peace and justice can be achieved without
the loss of political, economic, and religious freedoms which disappear
under Soviet dictators. In that demonstration the achievements and

contributions of our own free economic and political institutions can

play a major part.
DEvELOPMENTS IN THE PosTwar PERiop |
Since World War II, United States policies in the foreign economic

field, notably the European Recovery Program, have represented &
largely successful exercise of leadership. The United States has pro-

vided the critical margin of resources ensbling Western Europe and =

Japan to recover from the destruction and disorganization of wartime -

and to progress far towards a seif-sustaining economic position. -
Largely as a result of this, political conditions have been stabilizedand =

 Communist penetration halted. Directly or indirectly, aid has also
been an important factor in alleviating or improving economic con-

ditionsin many other parts of the world. World trading relationships - "

have been developing along the lines necessary to enable other countries
' to make continuing progress on a self-supporting basis. o
The growing economic recovery and political stability have been -

heavily dependent on supplies from the United States, financed in

considerable part by direct grants and loans. This dependence was -
reflected in a sizeable United States export surplus with every area of
the world, totalling 29 billion doliars over the four years 194649, or

almost half of our total exports. The pressing demands for United
States goods were largely abnormal, arising from the wartime damage, |

disorganization, and backiog of demand. Not only did this disorgani-

zation involve extreme hardships, but its potential consequences

~ threatened our own security interests. L _ L
' In the case of Western Europe, an emergency situation called for
emergency action. The economic stagnation which followed the war,
and social unrest and disillusion which invited Communist subversion -

and penetration, threatened to undermine the democratic institutions
of Western Europe. The European Recovery Program was devised

to forestall this possible disaster, by helping to remove the economic - :
~ conditions which invited it. It was a deliberate use of our economic -




~ resources fo carry out & basic objective of our foreign policy in a time
- of great crisis. Thzsxthassuweededmdsmg

In many respects the situation in Japan was similar to that of
Western Europe. Here was another highly developed industrial

nation economically shattered by defeat, and also exposed to Com-

munist penetration. The fact that Japan was occupied by the forees

of the United States placed its problems ir a different category from e

those of most of Western Europe, but the effect of our economic ald
there was substantially the same,

Fm-thermom, United States financial aid has indirectly done a great i

deal to restor: and maintsin the economies of countries which did not
receive aid.  aring this pariod every cther major area of the world,
as well as Eurupe and Japan, bought more from the United States than
it sold to the United States. While our export surplus with non-

Europesan areas was paid for in part by the liquidation of accumulated o

dollar assets, a large part of it was made possible indirectly by the

ERP and other aid programs. Some of the dollars which Western

Europe received from United States aid went to pay debts or to pay
for the goods which Western Europe received from these other coun-
tries. These countries were then able to use thwe dollars to buy
goods from the United States,

As recovery progressed, and as Europe and Japan increased thexr o

production and exports, the need for grants of dollars from the United |
States declined sharply. Our export surplus with the world as a
whole diminished, falling from an annual rate of 7.6 billion dollarg in

the first half of 1949 to an annual rate of 2.9 billion dollars in the

first half of 1950, and vxrtually disappeared in the summer of 1950.

In fact, most countries in the free world have been able during the

past year to reduce greatly or to eliminate their deficits with the

United States, and at the same time to improve their own living stard- | =
ards. The industrial countries have also been able to devote a sub-
stantial part of their income to investment, in most cases to increase |
their monetary reserves rapidly, and to retum to 2 more normal pat.- e

tern of trade with the rest of the world.

By the middle of 1950, it appeared that the productwe ahlhty of S
most Western European countries and of Japan either was alrea&y
sufficient or would soon become sufficient to make unnecessary s net = -
addition to their own productive resources from outside aid, and that

further grants from the United States would become nnnecessary by
1952 or even earlier. These countries were becoming able to produce -

enough goods and services for export to pay for their necessary im-

ports. The major payments problem they were beginning to face
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was one of finding adequate export markets—particularly markets in
which they could earn the dollars required to pay for imports obtain-
able only from dollar sources. There slso remained serious internal
problems in some countries: considersble unemployment, the need to
compete more vigorously in export markets, and in soms cases a dan-
gerous weakness in morale and political cohesion, But these problems
could have been solved in most cases without the necessity for further
United States grants to these countries,

In contrast to the industrial countries, most of the underdeveloped -
areas of the world have, in general, shown relatively slow progress in
the postwar period. They still face & severe and chronic deficiency
in production. In some areas today, foreign payments are more or
fess in balance, but even where this is the case, chronic poverty, primi-
tive production methods, the ineffective use of resources, and increas-
ing populetion pressures are so serious as to endanger their internal
stability. In political terms, many of these arcas are currently subject
to intense pressure from internal subversion or the threat of external
aEETesSion.

A major obstacle to development in underdeveloped areas has been
their long-standing poverty itself, which has made it impossible to
produce a sufficient margin over subsistence needs to build for the
future. To overcome this obstacle these areas need a flow of capital
from shroad substantially greater than they have been receiving. In
addition to new investment, the great need of underdevoloped areas is
for modern techniques and technical guidance in such basic fields as
agriculture, health, resource development, and public service, as well
as in industry.

There have also been major obstacles to development unrelated to
financing. Administrative machinery and technical skills are grossly
inadequate. The inertia of custom and tradition frequently results in
a lack of enterprise. Many of the governments are new and inexperi-
enced, and in some cases there exists an unwillingness to take the steps
necessary for development within the countries themselves. While
these factors limit the rate at which new capital can be absorbed and
new techniques learned, they can be gradually overcome.

In recent years we have formulated some promising economic meas-
ures with respect to these areas. We are cooperating with other
countries in new international programs to aid development. We
have provided some capital, and have established a means of providing
these areas with increased technical assistance. But these activities
have not been pressed with the vigor that the situation requires, and
they have not yet been fused into a sufficiently effective program.
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Continuing economic progress for the United States, for the other
industrialized countries, and for the underdeveloped countries requires
the redaction of barriers that have obstructed world trade. While
conditions in the postwar period have not permitted as rapid progress
in this direction as we would have liked, substantial advances have
recently been made. Our foreign aid programs have helped create
the conditions necessary for this improvement. QOur long-range trade
policies have helped to provide the framework of cooperative action
needed for its continuation and growth, although certain aspects of
our import and domertic policies have been and are inconsistent with
this cbjective. Through the International Monetary Fund, the Gen-
eral Agreement on Tariffs and Trade, and the propesed International
Trade Organization, we have played a leading role in laying the basis
for future progress. The recent substantial increases in the monetary

reserves of important countries have made possible more rapid

progress in removing trade diseriminations and atiaining currency
convertibility,

Tae Ixmract or ACCELERATED REARMAMENT

We have now entered a new phase of foreign economic relations.
The necessity for rapidly building defensive strength now confronts
this Nation and other free nations as well. This requires a shift in
the use of our economic resources. It imposes new burdens on the
oradually reviving economies of other nations. Qur foreign economie
policies must be adjusted to these new burdens.

While it is still too early to measure the exact magnitude of the
effects of rearmament, certain basic trends are clear, Qur own re-
armament program will require us o import strategic raw materials
in greater quantities than before. Other nations will also have in-
creased demand for sueh commodities. The diversion of American
productive effort to military defense will reduce the supply of goods
for civilian consumption in this country. It will also reduce the
quantity of civilian goods which we can ship abroad. This means that
our demand for civilian imports from other countries will increase,

In short, we will be paying more abroad for raw materials, and we
may be buying more imported manufactured goods. As a result more
dollars will be available through trade channels to the rest of the world.
The rapid elimination of our export surplus in recent months is a
reflection of some of these trends. -

A balance between our exports and imports, even including long-
term investment, is not, however, the major immediate objective of our
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foreign economic policy. During the postwar period our aid pro-
grams largely made possible the big export surplus. We undertock
these programs in order to serve our national interests. In the future,
it is desirable and should be possible to carry out our objectives and
at the same time to approach & balance iz our exports, imports, and
long-term investment; but it is the effective carrying out of our objec-
tives, and not the balance itself, that is paramount. Thus the develop-
ments in the present period must be analyzed in terms of their effects
on our ability to carry out our objectives.

In the case of Western European countries, rising raw material
prices and growing scarcities arising from their own rearmam:nt could
put heavy pressure on their economies. These countries must con-
tinue for a time to increase their exports in relation to their iraports
in order to achieve self-support. Inflationary prices for imports will
increase the burden on their exports.

Moreover, the fact that a substantial po' - ‘on of Western European
resources will be required for defense pre. «ction will increase import
requirements and at the same time ter:d to reduce the amount of goods
which they can export. Western Europe may be caught between the
rising cost ¢f its imports and the falling level of its exports, so that
its present progress toward economiv self-support may be undermined.
Furthermore, these trends involve a serious risk of inflation in the
Western European countries and may handicap #heir military effort.

In contrast, many underdeveloped countries are earning more dol-
lars and other foreign currencies as a result of rising demand for raw
materials. Rising export prices and incomes, however, create danger
of inflation of their internal price levels and thus a danger of increased
internal unrest. Moreover, some underdeveloped countries will not,
on balance, be more favorably situated. The reduced availability of
exports from the United States and other industrial countries whose
resources are strained is likely to limit the ability of all underdeveloped
countries to obtain goods needed for development. Without coopera-
tive action on the part of both the underdeveloped and the industrial
countries, foreign exchange may be used for low pric city purposes, as
in some cases it has been in the past, and needed giods may not be
available. The need for increasing productivity and output is made
more urgent by our expanding requirements for supplies which can
come only from these areas. ‘

These prospective developments in the rest of the world, fogethar
with our own rearmament efforf, present grave dangers of inflation
and maldistribution of supplies which would adversely affect the
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Uwited States domestic economy as well as the carrying oot of United
States foreign polizy.

PronreMs ¥0R T~ FUTURE

In the pursuit of the long-run ohjectives of our foreign pc.:~y it has
become pecessary to emphasizs these major gosls: (e} To help meke
possible, politically and economicaily, a mpzd buildup in the defenss
capzbilities of Western Europe; (8) to help develop additional
sources of supply for needed materials; {c¢) to help strengthen the

economic and political structures of the #res world in general against

the intensified pressures ¢f Communist subversion and penetration;

and {d) to continue laying the groundwork for world trade and finan-

gia!g relationships which will promote progress on a seli-supporting.
asis.

The following appear to be the major problems in prospect for our
foreign reonomie policy:

(1) In the case of Western Europe, the difficulties now in prospect
ave no longer ones of finding export markets, but of producing suf-
ficient ponds and services to meet the new and enlarged military re-
quirements and minimum civilian needs, including the exports neces-
sary for self-support. In the interest 5f the common defense, the
Western European countries can and undoubtedly will make sacrifices
by foregoing consumption and investment, but there are limits beyond
which they cannot go without drastically undermining their economic
health and their political cohesion. A sufficient rate of rearmament
will probably exceed these limits, and to the extent that it forces a re-
duction in their exports, it reduces the only means they have of be-
coming self-supporting,

(2} It isimportant fo increase the production of the raw materials
necessary for defense. It is not enough simply to buy existing sup-
plies—new ¢apital must flow into the raw material producing coun-
tries to increase production. Moreover, it is vital not to lose the
sources of these needed raw materials to the forces of Communist
aggressmn. Sericts dangars are also in prospect with regard to the
prices and distribution of primary commodities in the peried hefer% |

measures to inerease supplies can become effective. Rapid price in-

creares for many of these commodities cannot significantly increase
supplies, but only serve to reinforce the daagerous inflationary pres-
sures which have again emerged throughout the world.

{3) The economic stagnation, political unrest, and extreme poverty
of most underdeveloped countries represent a growing threat to the
rest of the fres world. In general the requirements for adequats
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 economic development sre beyond their internal capabilities—in some

eases becavse of inadequate material resources, but more generally
becanse of insuficient fecknical and sdministrative ability and the
corrosive effects of poverty itself. Despite grest obstacles, it is more
important than ever to the security and well-being of free count:ies
that social and economic progress be achieved in the underdeveloped

- oareas.

(4) Despite the measures which will be temporarily required to
influence the distribution and prices of primary commodities and to
assure the needed distribution of manufactred goods, it is still irpor-
tant to continue developing 2 system of uncbstructed international
trade snd investment that can maximize output and place the major
areas of the world on 2 scund and self-supporting basis.

(5) Major adjustments are needed in some of our own national poli-
cies. Especially in the present period of general shortages, & freer
fiow of imports wonld be of general benefit in many ways, and at pres-
ent there exist unreasonable obstruetions to such a flow. Administra-
tion of any necessary developments with respect to domestic price,
allocation, and export controls must take our foreign programs into
secount if they are not to impair the progress toward our interna-
tional objectives. Over the longer run, certain policies with regard
to agriculture and shipping have an important and unfavorabie im-
pact on our foreign economic relations.

(6) There is cause for concern regarding the morale and outlook
of peoples in many parts of Western Europe and the underdeveloped
areas. Foreign economic policies and programs must be part of a
total policy which can generate greater unity, hope, and support for
freedom now, while providing the basis for gracdual economie im-
provement in the future.

These various problems are clearly interrelated. ¥rom an economic
standpoint they all involve the most effective use of ths available re-
sources of the free world to suppert adequate military security, to
increase output, to obtain the needed distribution of output, and te
develop an international trading and financial pattern which can
efficiently serve these goals. "

Thus the solution of the probleias of Western Europe and Japan—
adequate supplies of food and raw materials, adequate markets (both
dolar and nondollar) for exports of manufactured goods, a satisfac-
tory relationship between import and export prices, sufficient total
resources to meet the needs of security and stability—is closely re-
iated to the development of underdeveloped areas from which many of

51426430l




their raw materials must come, to the achievement of political stability
in overseas countries with which Western Europe has responsibilities
or close connections, and to United States trade policies.

Similarly, the muderdeveloped areas must cbtain from the indus-
trialized countries supplies of capital, manufactured goods, and tech-
nical aid to achieve needed increases in output and living standards,
and assistance in preserving their national independence.

The economic and security interests of the United States itself in
the rest of the world are affected not only by economic, political, and
social conditions in other countries but also by certain specific require-
ments—adequate supplies of imported materials essential for security,

and of other goods which can contribute to our living standards;
self-supporting markets for the output of our farms and factories

which the rest of the world needs and which we produce efficiently
and in abundance; sufficient ability and will on the part of all free
nations to share in the common defense and to participate in an effec-
tive system of economic relationships.

RecoxuMENDATIONS

Qur foreign econcmic affairs have reached a stage when major
policy decisions must be made. The recommendations of this Report
are intended to assist in this task. Some of them call for legislative -
action, others involve only administrative action or reafiirm present
policies. They are reiated to one another, and are designed te equip
this country to pursue an economie policy abroad that would best con-
tribute to the attainment of our foreign policy objectives. It should
be emphasized again that the latter requires much more than foreign
economic measures, which by themselves cannot be efiective. It re-
quires adequate military defensive strength, sound political and diplo- |
matic policies, a forceful informational program, and the continual
strengthening of our own economy.

A. What should be done about aid to Western Europe and
Japan? :
The urgent need for rapidly creating defensive strength in Western -
Europe, as part of a joint effort to provide mutual security, forces a

postponement of the time when the United States, consistent with its

own interest, can end economic assistance. Adequate rearmament—
within the time required by the current situation—will require, not

only extensive supplies of military equipment from the United States, -

but also a substantial diversion of Western European output from
cther uses and some increases in imports. In view of the mutual
interest in achieving security, the Western European countries should
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be willing to undertake diversion of resources from consumption and
investment to the extent possible.

The recent marked improvement in the trade and reserve positions
of Western Europe reflects, to some extent at least, the favorable
effects on their position of developments in the United States, while
they have not yet felt the unfavorable impact of their own accelerated
rearmament. It seems clear that a sufficiently large and rapid growth
in military strength is beyond the capacity of Western European
countries solely through their own efforts or with aid only in the form
of military equipment.

Provided that the Western European countries underfake a gen-
uinely adequate defense effort, we should be prepared to extend dellar
2id to mest the short-run burden of their own military production,
insofar as it exceeds the sacrifices which it is within their ability to
make. Western Europe is the most critical area from the standpoint
of our own security and the security of the free world.

We should also recognize that, unless Western European exports and
carnings are maintained to the maximum extent consistent with accel-
erated rearmament, Western Europe’s inability to support itself and
consequently its need for economic aid will be unnecessarily prolonged.
At the same time, it is important that the Western European coun-
fries utilize their total resources more fully and continue to press
toward closer economic and political relationships.

With these considerations in mind, it is recommended that:

1. To facilitate the reguired expansion of Western European de-
fenses in accordance with joint plans, the United States should be pre-
pared to continue supplying aid, apart from military equipment, for
another 3 or 4 years beyond the present time. The needed amount of
aid depends upon the rearmament effort actuaily undertaken by indi-
vidual countries, and its total impact on their economies, these factors
being worked out primarily through the economic and production
planning agencies of the North Atlantic Treaty Organization.

2 Aid to Western Europe should be planned on the basis of an
over-all assessment of requirements rather than on a specific project
basis. It should be administered separately from aid in the form of
military equipment shipped from the United States.

3. Such aid should be administered on & basis that will contribute
to the fullest possible nse of European resources, encourage intra-
European trade, 2nd help to integrate the European economic effort.
It is recommended that the United States continue to support the de-
velopment of an effective intra-KEuropean payments mechanism. At




least for the time being, it should continue to allot to the European
Payments Union a portion of the dollar aid it extends to Europe.

4. In the joint planning of security programs, and specifically in
helping to increase the defensite strength of Western Europe, ade-
quate consideration should be given to the importance of 2 high volume
of European exports, which are the only means for achieving self-
support, although the internal burden of rearming must cbviously
have an impact on the levels of consumption and investment.

5. In view of the special importance of the pound sterling in world
trade and of a strong position of the United Kingdom, the needed rate
of increase in British military expenditures should be achieved by
means that avoid seriously worsening the esternsal position of the
United Kingdom.

Because of its predominant industrial position in the Far East, the
potential contribution of & stable and democratic Japan is extremely
important for econormic growth, the improvement of living standards,
and the maintenance of peace in the region. During the last year,
with the help of United States Government aid, Japan has been able to
add substantially to her dollar reserves, and at the same time has ex-
perienced = continued improvement in her balance-of-payments posi-
tion. This process should continue during fiscal year 1951 with the

Jnited States aid already appropriated. Unused resources are still
available to permit further increases in output for both exports and
domestic use. By fiscal year 1932, with a continuation oi present
favorable trends, Japan may be self-supporting and may possess sub-
stantial dollar and pussibly commeodity reserves, aithough living stand-
ards will still remain below the prewar level. It isrecommended that:

6. Further appropriations for Japanese aid should be earefully con-
sidered and measured against the effect of the favorable circumstances
brought about by current developments, and also in the light of other
recommendations in this report that would increase Japanese export
opportunities. However, should Japan for any reason prove unable
to increase production for export, it might need external aid.

B. What should be done about underdeveloped areas?

The need for economic development and progress in these areas be-
comes daily more pressing, not only for their own welfare, but for the
security and the well-being of all the free nations. The process of
stimulating development is more complieated and slow than that of
assisting recovery in developed countries, and there are limits to the
sapacity of underdeveloped countries to absorb capital. Wide varia-
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tions in local internal conditions, as well as in resource potential and in
vulnerability to aggression, require diversity in method and fexibility
in sdministration. Each type of stimulus—private investment, pub-
lic loans, technical assistance, and grants—has 2 significant role to
play.

The following recommendations are intended to increase the scope
and improve the effectiveness of these forms of assistance. Taken to-
sther, they are intended to constitute the outlines of 2 total program
of development assistance that is both possible and necessary to achieve
the objectives of United States foreign policy.

7. Private investment should be considered as the most desirable
means of providing capital and its scope should be widened as far as
possible. It normally carries with it the technological and administra-
tive skills which are an essential ingredient for effectiveness. Thexe
should be constant reevaluation of the role which it can play and the
burden of public lending should be correspondingly adjusted. Fur-
ther study should be given to the desirability and possibility of pro-
_ moting private investment through tax incentives, in areas where
economic development will promote mutual interests, but where politi-
cal uncertainty now handicaps U. S. private investment. The possi-
bilities of measures to improve the United States market for sound
foreign dollar securities should also be studied. The following steps
should immediately be taken, although the uncertainty of their effec-
tiveness in many areas must be recognized in the light of present world
conditions.

(2) The negotistion of investment treaties to encourage private in-
vestment should be expedited. ' :

(%) The bill to authorize Government guaranties of private invest-
ment against the risks of nonconvertibility and expropriation should
be enacted as a worthwhile experiment.

8. Under present conditions a heavy reliance on public lending must
be recognized as essential for an aggressive development program.
This will regnire continued vigorous efforts by the International Bank
for Recopstruction and Development, supplemented by the Export-
Import Bank, and coordinated with effective technical assistance ac-
¢ivities. Their combined efforts should aim af a net outflow of capital
to underdeveloped areas in the range of 600 to 800 million dollars a
year, of which half or more shouid be supplied by the International
Bank from sources other than the United States Treasury. With re-
spect to United States Government lending, the following steps are

also needed ;
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{(a) The lending authority of the Export-Import Bank should be
increased from the present 314 to a total of 5 billion dollars, in order
to make advance planning effective.

{5} A general policy of permitting United States loans {o be spent
outside as well as within the United States should be adopted.- In this
way, loan recipients can buy goods wherever they are cheapest, and
other industrial countries will have an opportunity to expand exports
and dollar earnings if they are sufficiently competitive. This would
also be in the interests of the United States; it would tend to help re-
Heve inflationary shortages at the present time, and in the longer run
to support export markets for United States goods which are hhely to
be most readily available.

{¢) In selected cases loans should ’oe- permitted to finance some of

the local costs of development projects even though these costs do 1§
not involve imports and therefore do not directly require foreign S

exchange. Such local costs frequently cause an indirect foreign ex-
change drain, which may handicap or prevent successful development.

9. In some cases, grants may appropriately be used for develop-
ment and technical assistance, where development programs urgently
needed from the standpoint of United States objectives cannot be
soundly financed by loans, and where grants will be an effective spur
to economic development. Furthermore, our present teckinical assist-
ance programs in underdeveloped areas should be expanded in scope
and made more effective. The United States therefore should make
further limited funds available for a2 program of grants for tech-
nical assistance and development. It seems probable that a needed,
feasible, and effective program would require funds of up to about’
500 million dollars a year for several years, apart from emergency
requirements arising from military action. This compares with pres-
ent funds of about 150 million dollars a year for these purposes.

10, The administration of programs to stimulate development in

underdeveloped areas—including loans, technical assistance, grants, - :
and measures to encourage private investment—should be much more N

closely coordinated than is now the case.

C. What should be done about the pmeweme%t: and export
of goods tn short supply?

The United States is a net importer of many minerals and other
commodities which are vital to our national security and our econ-
omy, and which are produced predominantly in the nnderdeveloped N
.areas. Rearmament programs here and abroad greatly increase the
requirements for these commodities in the face of supplies which are
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already in many cases inadeguate. The recently enlarged stockpil-
ing program will impose further heavy pressur. on world supplies.
An unchecked scramble for supplies and the inevitable effects on
prices would have serious consequences for the rearmament programs,
for our own economy and those of friendiy nations. It would ad-
versely affect the balance of payments positions of many Western
Eurcpean countries and Japan, and would introdnce an element of
instability into the economies of exporting countries. Esports of
manufactured goods are also likely to be inadequate to meet all dea-
mands, and measures may be required to see that the high priority
needs of friendly naticas are met, 1t is recommended that:

11. In addition to necessary and properiy administered domestic
measures within the United States, methods for international collabo-
ration should be promptly established for guiding supplies of scarce
materials among the free nations in the manner best calculated te con-
tribute to the common defense.

12. In administering such export controls as may be necessary, ade-
quate steps should be taken to assure the delivery of geoods required
by other countries for purposes that support broad United States
interests. Cooperative action in assuring a flow of goods needed to
support common objectives should be developed with other countries.

13. Efforts should be intensified to effect a rapid expansion in the
output of scarce materials, not only through the provision of capital
funds and equipment, but also through procurement activities such as
long-term contracts.

D. What should be done to promote our iniernational trade
and financial objectives?

We are working toward the ultimate goal of a peace which rests
npon the firm foundations of an expanding world economy. It is,
therefore, important that we continue our efforts to encourage world
trade and capital investment throughout the world. Only in this
way can the nations of the world achieve rising standards of living
through sound and self-supporting economies. Despite the restric-
tions on trade and payments, resulting from persistent dislocations
and government policies, or which are likely to become necessary under
the strain of rearmament, it is still possible and necessary to make
progress in the direction of a system of multilateral and nondiscrim-
inatory trade.

We must, therefore, continue to work for such a system. We must
try to establish an adequate system of international payments. We




should encourage other countries to adopt the necessery monelary
and fiscal messures which can assure sound currencies and obviate the
nead for direct trade restrictions. We must make sure that our own
house is in order—that we have eliminated unnecessary barriers to
imports, and that our policies in such fields as agriculture and ship-
ping are so adjusted that they do not impose undue burdens on world
trade. In addition, our intensified need for goods in the short-term
future makes it desirable to remove barriers t{o imports as far as

possible in order to augment supplies and alleviate upward pressure

on prices.

The United States occupies a central position in world agricul- .

tural trade, both as an exporter and as an importer. Our policies in

this field are of vital concern to other nations. Similarly, as a major

maritime nation, our policy with regard to shipping subsidies directly
affects the sbility of other maritime nations to earn dollars in inter-
national trade. In both cases conflicts tend to arise between considera-
tions of domestic and of foreign objectives. |
For these reasons, the following recommendations are made:
14. The United States should continue to work for the elimination
of discriminatory trade and exchange practices through the General

Agreement on Tariffs and Trade, the Reciprocal Trade Act, and the B

International Monetary Fund. The United States should also become
s member of the International Trade Organization.

15. The United States should consider the eventual desirability of -
assistance, such as stabilization credits, to permit convertibility of

currencies for current account, notably the pound sterling. But such - Bt

eredits should not be granted until all requirements for converti-
bility, with the esception of adequate reserves, have been met.

Neither should such credits be extended unless convertibility will be

accompanied by a reduction of trade discriminations.,

16. With respect to cur own import policy we should: o
{2) Continue to seek further general tariff reductions under the

Reciprocal Trade Agreements Act, renew the Reciprocal Trade Agree-  §
ments Act for a period of four years, and continue efforts to assure

that obligations mutually undertaken are carried out.

(5) Adopt, as an emergency measure, temporary legislation to

permit temporary unilateral reductions in specific tariff rates on com-

modities which are scarce and when conditions of inflationary pres- 1

sure exist.

(¢) Reduce unnecessary and unreasonable regulatory and pro-
cedural barriers by administrative action and by passing the proposed
Customs Simplification Act.




(d} Initiate as soon as possible, through the Tariff Commission, a
study of the fessibility and desirability of a general tariff reclassifica-
tion, and to make recommendations concerning proper legisiative and
administrative action.

(e} Repeal existing legislation which requires, in Government pro-
curement, discrimination against imported goods, and in the mean-
time reduce the impact of such legislation by administrative action.

17. With respect to our own sgricultural policies we should, over
the long-run, attempt to modify our price support system, and our
methods of surplus disposal and accumulation of stocks, in ways
which, while consistent with domestic objectives, will be helpful to
our foreign relations. In the meantime we should:

(e} Eliminate as soon as possible import embargoes imposed for
other than sanitary or similar reasons, and in the interim apply their
restrictions in a less rigid manner.

(6} Not encourage increases in the domestic production of crops
which have to be protected not only by quotas and tariffs but also by
direct subsidies to producers.

18. With respect to our shipping industry, we should limit the use
of Government subsidies or other protective measures to the amounts
necessary to maintain the operation of shipping facilities required
for national security. The United States should negotiate with other
governments to remove cargo preferences and other similar types of
diserimination.

E. How should our foreign economic programs be admin-
istered?

It is continuously necessary to relate the use of resources reguired
by foreign economic programs to other United States needs, and to
the capacity of our economy. We must not lose sight of the fact that
our economic health is itself vital to attaining the objectives of the
free world. In the critical period ahead, when United States re-
sources will be severely strained, United States aid must be channeled
to those areas and for these purposes where reasonable performance
in the political and economic fields can be achieved. It is important,
from this standpoint as well as from others, to develop as far as
possible, a cooperative and multilateral approach to foreign programs,
notably through the United Nations and associated organizations.
In the case of some programs, such an approach may be essential for
accomplishing the basic purpose. We should recognize that other
countries have contributed and will increasingly contribute to the
achievement of objectives mutually shared.
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1t is also important te improve our own metheds and organization
for carrying on foreign economic programs. We need a hizh degree
of continuity and consistency in legislative and administrative action,
and we need a better crganization within the Executive Branch. As
the importance of our foreign economic policy has grown, its com-
plexities have increased. Loans, grants, technical assistance, the pro-
duction and procurement abroad of raw mate ials for defense, and
measures to influence the international fiow of goods sre all closely
related. At the present time, the sdminisiration of ihese various
aspects of our fureign economic policy is scattered thronghout the
Government. While foreign economic policy is a part of our total
foreign policy, and the basic decisions must, of conrse, be made at the
“highest level, greater efficiency and effectiveness can be achieved by

more administrative centralization. (This Report does, ot attemptto

deal with the problem of coordination at broader policy levels, or the
relationship of various mechanisms which are now in cxistencs or
under discussion for this purpose.)

For these reasons, it is recommended that:

19. Assistance activities should in general be initiated only when
requested by other governments and when the latter are prepared to
make appropriate contributions and provide cooperative effort.

20, Grants and loans should be made conditional upon agreement
as to reasonable standards of performance, and should be used to help

achieve these standards. It shonld be recognized that these conditions

will frequently have to relate to broad internal measures and policies.

21. The United States should help to strengthen appropriate inter-
national and regional organizations and to increase the scope of their
activities. It should be prepared, insofar as practicable, to support
their activities as the best method of achieving the economic and
security objectives which it shares with other free nations. |

22. An agency or organization should be established within the
United States Government to administer foreign economic programs. .
Its functions should include the administration of all grant and tech-
nical assistance programs (except the provision of military equipment)

and the administration of other related activities, such as the stimula- |
tior: of needed materials production abroad. It is also necessary to - -

follow through on present efforts to improve the machinery within the
Government for coordinating operations in the foreign economic field
with over-all foreign policy.




I. The Significance of Foreign Economic Policy

The overriding object ve of our foreign policy is to establish a just
and lasting peace. In achieving this objective, our policies in the
economic, political, military, and informational fields all play an
essential role. This Report undertakes a restatement of the complex
problems we face in the field of foreign economic pelicy, and offers
some suggestions for an approach to their solution. It isbssed on a
recognition that a sustained security effort will be Necessary over 4
period of years.

The chjective of our foreign economic policy has been, and is, to
encourage among the nations of the free world those economic condi-
tions and relationships essential for the development of stable demo-
cratic societies willing and able to defend themselves and raise the
living standards of their peoples. These objectives are to the benefit
of all peoples; their national interests are bound up with our national
interests; our security and well-being are clearly connected with their
security and well-being. Neither we nor they can live alone or defend
ourselves alone. This fundamental unity of interest underlies our
efforts both to achieve long-term progress and also to meet the im-
mediate necessitiss pr. “ented by Soviet aggressive designs.

Immediately following World War II this country, motivated by
the hope for a new and peaceful era in international relations, par-
ticipated wholeheartedly in efforts, beginning with UNRRA, to assist
peoples everywhere who suffered from the hardship and devastation
of war. Increasingly, however, we have been forced to recognize, as
the dominant factor in world affairs, the deterioration of relations
between the free world and the Soviet Union. We have acted on the
principle that this underlying conflict has been political in the broadest
sepse. Lhe nature of Urnited States measures to resist the threat of
aggression in vital regions has been predominantly economic and
political rather than military. In actual experience, where our eco-
nomic and political policies have been effective, as in Western Europe,
we have gained ground. Where they have been ineffective, as in parts
of Asia, we have lost ground. It is in the economic and political fields
that the major progress has been made or defeats suffered.

(18)
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The recent aggression in Kores, however, has greatly intensified the
awareness of the military threat presented by Soviet power and of the
need for creating greater defensive capabilities in the free world.

This has presented our country with the necessity of undertaking &~ Ji8

rapid military build-up and of reevaluating the priorities to be as-
- signed to the several objectives of our national policy. The potential
consequences of underestimating the military threat are obvious, and
the military programs needed to meet if must be undertaken. Bat

military strength, while necessary, is not enough. While recognizing |88

the need for a careful husbanding of our resources, we will make a
disastrous mistake if we neglect those elements of s positive economic
and political program without which, in the years tc come, military -
strength might become ineffective. If we pursue such a program,

growing economic strength and cohesion among peoples who share cur - o

idexls will provide an everwidening basis for peace and progress.

Basic to the success of our total foreign policy, and economic policies o

as well, is the urgent need to win or strengthen support among peoples
everywhere for the internationsl ob;ectwes shared by the free world,
and the ideals which underlie them; and, at the same time, to dave}ep
our own understanding of other peoples. This country has pmbably |

never participated inso complex and difficult a task. Itis the areain = -

which we have been and are now the weakest.
A realistic appraisal of the attitudes of peoples in much of the
ron-Soviet world would indicate at best an incomplete understanding

and correspondingly inadequate support for our objectives. We have
often failed to adjust or to translate our purposes and actions into the

context of their major interests—of the issues as they see them. The

fact that many present governments may at the moment lend us their 1 =
support should not deceive us regarding the extent of this basic weak-  #

ness. In many areas of the world and among large groups of people,

the Soviet Union ismakinga desperate effort to capitalize, even though ..

cynically and with false promises, on the swelling social and economic

pressures now dominant throughout the world. We must hold the
initiative in this field; a persistent application of the principles of our
own free and democratic society can provide the only durable answer. -
This purpose demands a positive program, aimed at a secure peace, = (i
galvanizing the hopes and efforts of the peoples of the fres world, i
and capable of being translated into terms and issues which have [
meaning to them. Our greatest advantage is that we can pursue

such a positive program with honesty and conviction, on a basis of

mutual benefit, and that our actions can support our words. In this

approach, economic betterment must obviously have a central place,
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but since results can accrue by and large only over a considerable
period of time, the immediate need is to generate hope and a promise
for the future that carries conviction of fulfillment.

Economie programs, hewever, cannot by themselves suffice. There
are important preconditions with respect to the internal policies of the
countries involved and to our own policies. 7e must generally oper-
ate with and through existing governments, handicapped in some cases
by inexperience or other weaknesses, and in other cases by traditional

political factors antecedent to the present world crisis. In helping %o

break the vicious circle of indigence, illiteracy, and unrest, economic
programs can contribute ; but leadership on a broader plane is essential
and must encourage inexperienced governments to shape the policies
necessary for political cohesion and effective economic development,

and to develop the administrative machinery to carry out these

policies.

The role of dollar aid as such is therefore limited. A sound struc-
ture of international economic relationships cannot rest on dollar
subsidies. These should be viewed as essentisl supplements, in spe-
cific cases, to policies designed to develop the unity of political pur-
pose, the attitudes, and the trading and financial relationships that
can provide a continuing basis for progress along sound economic
lines, Where they do not serve these purposes, mere dollar sub-
sidies may do more harm than good: they mav perpetuate malad-
justments, reduce efficiency and incentives, and intensify social
cleavages within receiving countries. Dollar aid is a catalyst and not
& sustaining fuel. It must be accompanied by a demonstration of
self-help, and of the possibility for accomplishing the objectives in
mind,

The role of dollar aid is, in any case, limited by our own require-
~ments for economic growth and military strength. The sbility to

make effective use of our total resources and to maintain the dynamic
- pature of our economy will be severely tested in the long-term struggle

ahead. We must therefore make 2 continuing evaluation of the rela-
tionship between our commitments and our capabilities. As success

- is achieved in broadening the unity of purpose, based on mutual inter-
est among free peoples, we may reasonably expect a greater sharing
of the burden of security and development requirements. Where this
unity is now lacking and where there is no willingness to participate
adequately in the common effort, the difficulty is likely to be in the
realm of ideas and values, or of internal policies, rather than in any
* economic capacity. Where economic deficiencies are 2 major element

|
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of the difficulty, however, an investment in aid now may pay large
dividends in growing collective strength.

In economic terms, the long-range test between Sovist Commu-~
niste and the non-Communist world will eenter on their relative
success, not only in protecting, but also in efficiently utilizing and
developing the economic resources svailable to them. This, then,
should provide a keynote for our foreign economic policies. The
design and implementation of our economic policies must be werld-
wide in scope and based on maximum international cooperation.
The problem is not the viability of one ares or ths impending
crisis in another, viewed as isolated geographic phenomena. There
are fundamental economic interrelationships among the various -
areas of the free world which are parslieled by similar relationships
in the realm of ideas and of political cohesion, g

Since we propose to pmed on a broad basis of mutual mtem@, B
it is important to develop insofar as possible a cooperative and
multilateral approach. The European Recovery Pregram, the North
Atlantic Treaty, and the United Nations' action in Korea represent

major steps forward, snd the lack of such an approach in parts )

of Asia has been a major drawback. We should look forward toa
strengthening of the activities of the United Nations and other |
existing Imtermational agencies, and to the development of suppie-
mental mechanisms for the cooperative handling of regional develon-
ment or commodity problems.

Of equslly vital importance is the need, in Unifed Sfutes foreign
policy and economic programs, for achieving both continuity and -
consistency—not only their substanee hut also their appearance.
To attempt te plan, program, or operate on & year-to-year basis—
or to appear to do so—is 8 guarantee both of reduced effectiveness =
and of greatly increased eventual cost in the pursuit of our objec-
tives. The issues are not temporary or periodic, and they are not
susceptible of solution in the short run. At the same time, flexibil-
ity of administration must be maintained so that, with limited re.
sources, assistance can be directed whers it can produce results.
Moreover, there are important contributions and adjustments th}a ,
we must meke, in terms of oar own policies, as a necessary shara m
the common effort.

To pose the economic problems of the free world and to reeog~
nize their complexity should by no means engender & feeling of
pessimisn: or futility. Thelr solution, and the achievement of ade- .
quate security, requires cooperative action to an unprecedented de-
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- gree, based on a growing unity of purpose and understanding. This
in turn requires & continnation of imaginative United States leader-
ship, fully appreciative of the psychology of other peoples and
exercised with continuity and consistency. But we have profound
advantages on our side. Our material resources, if prudently used,
are adequate. We have strong allies united to us through s shar-
ing of the fundamental ideals and objectives of free men. These
are the ideals and objectives which have s magnetic appesl to ail
peoples—even those behind the Iron Curtain. If properly pre-
- sented, they can become an irresistible moral force with which the
constructive work of building a secure pesce can proceed.




1I. Postwar Economic Trends and the United States
Balance of Payments

A. DeverorueNTs Ur To T AcorossioN IN ROREA

During the years since the end of the war, economic recovery and
political stability throughout the free world have been heavily de-
pendent on supplies from the United States, financed. in considerable
part by grants and loans. These grants and loans made possible an
important increase in the total goods and services available to other
eountries, over and above what they would otherwise have been able
to buy and produce. This increment was necessary to further the
objectives of our foreign policy, pamcular}y in recent years to build
up economic and political strength in friendly countries.

The extent to which the rest of the world has, on balance, drawn on
United States production is indicated by the size of our export surplus
of goods and services. In the 4 years 1946-49, this surplus totaled
29 billion dollars, excluding 3 billion dollars of our net receipts from
investment income-—almost half of total exports. Government grants
accounted for about 14 billion dollars of this total and government
loans for another 8 billion dollars. Most of the remainder was
finaneed by the liquidation of foreign gold and dollar holdings and by
United States private gifts and investment. In 1949, grants alone
slightly exceeded our 5 billion dollar net contribution of geods and
services (see appendix, table 1),

This net eontribution by the United States provided the critical
margin which enabled Western Europe and Japan to move toward a
self-sustaining status. They achieved a measure of stability in their
political conditions, brought infiation under control, made good the
destruction and disorganization of wartime, and improved and in-
creased their productive equipment. As their productivity rose, they
expanded their exports and their export capacity.

Despite the fact that United States Government assistance was di-
rected primarily toward Western Europe, little more than half of the
United States export surplus was with Western Furope; every other
major area of the world imported more from the United States than
it sold to the United States—in contrast to the prewar situation when

14264508 ()
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United States import surpluses with some areas sapplied dollars
which helped to finance the United States export surpluses to other
areas, notably Western Europe. The export surplus with non-Euro-
pean areas was financed partly by the lignidation of assets accumulated
during the war, and in a few cases, such as Japan, the Philippines,
and Korea, by direct aid from the United States. In large part, how-
ever, it was made possible Indirectly by the European Recovery Pro-
gram and other programs. QOther couniries sold goods to Western.
Europe for which they were peid in dollars and they received some

repayment of debt in dollars. Thus, our aid to Western Europe has

been an important factor In assisting the economies of many non-
European countries as well (see appendix, tables 2 to 7). |

It is now clear that the Iast year has marked a major turning point

in the need for massive United States aid for economic recovery pur-
poses and in the United States balance-of-payments position. This
is indicated by the great progress made by Western Europe and Japan,
and the extent to wbich other areas—notably Latin America, Canada,
and the sterling area—have improved their balance-of-payments po-
sitions. It is alsoindicated by the marked decline in the United States
export surplus. This dropped from 7.6 billion deilars (expressed in
annual rates) in the first half of 1949, to 4.9 billion dollars in the sec-
ond half, and to 2.9 billien dollars in the first half of 1950, and virtually
dissppeared in the summer of 1950. This decline resulted mainly
from a fall in United States exports, as other countries tightened

restrictions on imports of United States goods, devalued their cur- |

rencies, and increasingly found other sources for their requirements.
Most countries in the free world have been sble during the past year
to sustain & sharply reduced import surplus from the United States
while at the same time improving their own living standards. The.
industrialized countries, and some others as well, have also been sble
to devote a substantial part of their national incomes to investment.
Furthermore, there has been rapid progress, particularly since de-
valuation a year ago, toward restoration of the pattern of world trade

which is required for the economic health of the industrialized coun- - §

tries. Before the war Western Europe financed its chronic trade

deficit with the United States by ret earnings of dollars in its trade =

with other areas and from its net income on investments. These
areas—notably the sterling area, the overseas dependencies, and Latin
America—in turn had surpluses in trade with the United States. Dur-
ing the last year these areas have returned to a surplus position in

their trade with the United States, and it was again besoming possible |
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for Western Europe to earn s substantial amount of dollars in its
trade with third areas.

As things stood before the Xorean crisis and decisions to build
up defenses, it could be seid with some confidence that by 1952 or
earlier, Western Europe as a whole, and Japan, would be able to
produce for export sufficient goods and services to pay for necessary
imports, ad that they would no longer reguire United States econo-
mic aid to obtain a nef addition to their tctal resources. There re-
mained, however, prospective difficulties in finding adeguate markets
for Eurcpean and Japanese exports and, in particular, in finding
sufficient markets in which goods could be sold for dollars (or for
currencies convertible into dellars) in order to finance essential im-
ports obtainable only from dollar sources. The marketing problem
could have been solved through the combination of an improved
competitive position for Western Europe and Japan, an increase in
United States imports, and a larger flow of United States capital not
tied to United States exports.

In contrast, most of the underdeveloped areas of the world, those
with very low per capits incomes, faced 2 continuing and serious
deficiency in total economic resources. By and large, their problem
was not to find markets for their exports, but to find rescurces suffi-
cient not only to produce for export but to provide a tolerable standard
of living and a rate of investment that would give some promise for
the future. Even where their external payments and receipts might
indicate a relatively balanced exchange position, this was over-
shadowed by the ineffective use of available resources, chronic poverty,
increasing population pressure, primitive production methods, or
disease and unrest. For many of the underdeveloped areas, notably
south and southeast Asia, the standard of living and the rate of eco-
nomic development that could be supported from their own resources,
with existing methods of management and utilization, were so low as
to endanger internal stability.

Thus although, by the middle of 1950, it seemed clear that the major
readjustment of the United States balance of payments from its dis-
torted postwar position had already occurred, serious and persistent
problems remained: The need for adequate markets and some con-
tinued competitive weakness in the case of Western Europe and Ja-
pan; the low levels of output and exports in underdeveloped areas,

and their consequent limited ability to finance imports; and the diffi--

culties in selling in the United States market and thus in financing
needed imports from the United States.



28

B. Tuae Tapact or ACCELERATED REARMAMENT

Developments o recent months have set in motion certain forees
which basically affect economic trends and increase the need to im-
prove the use of resources in the free world. These are (@) the deci-
sion to accelerate rearmament in the United States and in Western
Europe, (b) the increasing tension—inilitary, economie, and politi-
cal—in important aress of the world, {¢) the impending shortages in
major raw materials and durable goods, and {d) the probability of
general inflationary pressures arising from the increase in armament
expenditures and, especially, of sharp increases in raw material prices.
It is also clear that these factors will have a widely varying impact
on different countries.

While quantitative evaluation must await decisions regarding the
size and rapidity of the military build-up, several trends affecting the
United States balance of payments are clear. These stem largely
from the increasing shortages which will cccur in the case of many
goods. First, United States imports of raw materials will rise faster
than was earlier expected—in dollars more than in volume, owing to
price ipcreases, Second, the United States demand for imported
manufactured goods will expand owing to shortages in this country,
although shortages elsewhere may prevent actual imports from rising
correspondingly. Third, availability of United States civilian goods
for export will decline, thus raising serious problems of export dis-
tribution. Finally, the pressure from security programs on United
States resources will intensify the need for expanding foreign supplies
and should make evident the advantages of encouraging imports.

As 2 consequence, the r.ccessity for large United States grants
directed primarily toward : zcovery ic nearly over, except for possible
emergency situations. Even if United States economie aid were to be
terminated according to pruvions plans, notably in the case of ERP
in 1952, 1t 1s probable (because of expanding United States demand
for imports and rising prices) that the total dollars available to other
countries for the next few years would exceed the amount of dollars

actually used by those countries during the last year, not counting

dollars they used to increase reserves. |

The urgency of pursuing certain objectives, however, has also been
intensified. It has become necessary to (@) help make possible, politi-
cally and economically, a rapid building-up in the defense capabilities
of Western Europe; (b) help strengthen the economic and political
structure of the free world in general against the intensified pressure
of Soviet Communist penetration; and (¢) help develop additional
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sources of supply of needed materials. The new situation raises the
guestion whether the prospective supply of dollars, and their prospec-
tive destination, are adequate to serve the objectives of our foreign
policy. ‘.

It is clear that the diséribution of dollar earnings among the various
countries will not be adequate to serve this purpese. The cutlook for
Western Europe has been changed substantially from that which pre-
vailed prior to the Korean conflict. In view of rising dollar earnings
in third areas, it is likely that Western Europe will find expanding
markets available; but the pressure of rearmement raises doubts con-
cerning the adequacy of its total economic resources, its ability to
expand exports sufficiently, and its ability to preserve satisfactory
terms of trade (i. e., the relation between import and export prices).
Some underdeveloped countries will remain in an unfavorable ex-
change position. Emergency situations, such as that in Korea, may
create extraordinary requirements for support and rehabilitation.
Conversely, many raw material producing countries will face prob-
lems in the use of their markedly increased dollar receipts.

Furthermore, the tofal supply of dollars from normal sources—
mainly United States imports of goods and services and private invest-
ment—is not likely to be adequate to serve the purposes of United
States foreign policy. In the long run, a rate of progress in under-
developed countries adequate to serve taese purposes will require public
investment abroad in the form of sound loan programs yielding a
future return. In the short run, further grant assistance will be re-
guired (z) to make possible a rapid build-up of Western European
defenses and (b) in limited amounts to expedite expansion of pro-
duction in some underdeveloped areas.

The disparity in trends among different counti’es can be greatly
enlarged by excessive price increases on goods entering into inter-
national trade. Lagging production in many raw material producing
countries is already a serious problem; under the impetus of rearma-
ment certain raw materials will be under greater pressure of demand.
A substantial deterioration in Western European and Japanese terms
of trade (i e., an increase in the prices of their imports relative to
the prices of their exports) could undermine the further approach to
self-support, involve serious risks of internal inflation, and handicap
the military effort itself. The tendency towards inflation has been
reinforced throughout the world, At the same time there is the prob-
lem of cbtaining a proper distribution of both raw materials and
manufactured goods, in the face of general shortages and a pattern
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of foreign exchange earnings among different countries which does
not necessarily match the priorities of requirements for defense and
development.

To a considerable degree, the sequence of events will be determined
by United States policies. The ability of the Western World to
achieve both adequate military defenses and continued economic

growth will depend in large part on United States action. Increases

n output in other areas can be achieved rapidly only with adequate
provision of capital and investment goods from the industrialized
countries. The course of the internal United States price level will be
an important influence on the world price level and, in particular, on -
the payments position of those areas, such as Western Europe, which
must obtain substantial quantities of goods from the United States.
Since the United States is the major consumer of many raw materials,
it can, through cooperation with other consumers and producers, assist

proper channeling of these goods and restrain rising prices during the ~ |

period of rearmament, Similarly, through cooperation with other
exporters of manufactured goods, it can influence the type and desti-
nation of exports to accomplish high priority purposes rather than
permit a dissipation of dollar assets on nonessentials.

Thus recent international developments and the intensified struggle
with Soviet Communism have made essentia] a continued effective and
vigorous programing and administration of our foreign economic poli-
cies. The central problem of United States foreign economic policy
has never been the export surplus or how to eliminate it. Following
the war we largely financed this surplus by undertaking certain pro-
grams with calculated objectives which have proved eminently good
investments. In the future, and apart from military items, it is desir-
able and should be possible to carry out our objectives and at the same
time to approach .a balance in our exports, imports, and long-term
investment; but it is the eflective carrying out of our objectives, and
not the balance itself, which is paramount,




III. Western Europe, the Sterling Area, and Japan
A. Tur Presexr Posrriox oF WESTERN DUROPE

Developments to date indicate decisively the fundaments] correct-
ness of the concept and scope of the European Becovery Program.
The recovery in agriculture, industry, and trade; the restoration of
living standards combined with accelerated investment in plant and
equipment; and the decline in Communist influence could not have
been achieved by Western Europe in the absence of large United
States aid.

The basic strength of Western Europe lies in its great industrial
capacity—much larger than that of Russia and its satellites—the
advanced skills of its workers, and the underlying strength of its
moral and cultural traditions. Its present weakness lies, militarily,
in inadequate defenses; politically, in apathy or weak morale in some
countries ; and economically in the extreme dependence of the national
economies, taken both individually and collectively, on imports from
other parts of the world.

This dependence on imports existed before World War II, but its
effects have been greatly magnified by developments during and since
the war-—mainly the loss of investment income and of Eastern Euro-
pean frade, and the somewhat worsened terms of trade. The net
result is a serious and continuing uncertainty in the trading pesition
of Western Europe and a significant lowering, compared with prewar,
in the proportions of total output which now ean be devoted to con-
sumption. At the same time, the expectations and group pressures
of the peoples of Western Europe for greater well-being have in-
creased, as indeed they have throughout the world.

The progress made in the last few years has on the whole been
remarkable. Prewar living standards are being approached and in
some cases exceeded, despite the fact that a proportion of total output
larger than prewar is being devoted to capital improvement and that
populations have substantially increased. At the same time a great
advance has been made in readjusting foreign trade to the loss of
prewar income from overseas investments. Total export volume is
now well above the prewar level, whereas imports have been held close
to that level. The total import surplus declined from over 7 billion
dollars in 1947 to a level estimated at approximately 234 billion dollars
in the fiscal year 1949-50. Western Europe’s major international

(81)
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payments problem in the Iust fo* yo1rs has tson the deficit with the {8

dollar area. This deficit has sx.aded i*= to taz deficit. It reflected
the failure to obtain sufficieat su »pliss £ 1 nondollar sources and to
earn sufficient dollars {or currencies eon~«i*ible ivto dollars) to pay

for necessary imports from the dolar ares {see s»pendix, tables 8 8

to 10).

During the last year, the ERP countries as a group uave not in fact f 8
required the full amount of ECA aid to finance dollar imports and  §

have been able to make substantial prevress in ret aildizg their mone-
tary reserves. Increased restrictions i Gollar imports, particularly
in the sterling area, and devaluation heve been among the most im-
portant factors contributing to this develczent. In the fiscsl year
1949-50, with a totsl import surplus in the neighborhood of 214 hillion
dollars and a deficit in dollar payments that was probably Yitle, if
any greater, the ERP countries received nearlr 4 billien dollaxg of
American aid, which made possible a substanviai increase ‘n their gold
and dollar reserves. Between the realignmenr’ of currencies in Sep-
tember 1949 and June 1950, gold and dollar * :3¢v 28 ‘nereasew Ly L5
billion dollars, of which about 70 percent was aruovated for by the
United Kingdom. It should be noted, howevor, that this increass left
reserves of most countries below levels which sh. . i1 be cons’dered sul-
isfactory from the standpoint of our own interests as wall a; +hose of
the countries concerned (see appendix, table 11}.

An encouraging aspect of this improvement has been the extent to
which Western Europe’s dependence on United Sta:ss sources has
diminished. The decline in its imports from the Unlted Stutes uas
had no apparent depressing effects on its economic activity. This
decline was made up mainly by larger domestic production, which was
accompanied by an increase of almost one-third in intra-Euvropean
trade. There has been an improvement in the competitive position of
Western Europe and a tendency toward a return to prewar t -ade pat-
terns. Leading countries tended to shift their purc’.ases toward ax%
poris from countries which uad devalued their currencies most, &
against exports of those whose currencies were either not dava,lued, or
devalued by only a smali percentage.

Some of the Improvement in Western Eurc}m s trade position was
due to factors that appeared temporary even prior to the decision to
rearm. Rebuilding of inventories in the United States, by its very
nature & temporary process, led to an increase in United States jmi-
ports from which Europe benefited. Devaluation was followed by &
return to official reserves of gold and dollars previously scquired for

speculative purposes. Despite these temporary influences, however,
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s substantial part of the improvement in Western European trade
vested on the sound for tion of increases in productivity and im-
proved competitive position. Despite the need to rearm, appropriate
domestic policies may still permit Western Europe to improve its com-
petitive position in world markets, and these markets may be expected
to expand as & result of the rest of the world having larger amounts
of dollars to spend.

The main reason why the recent rate of improvement now appears
likely to be temporary, however, is that Western Europe has not yet
felt the full impact of higher raw material prices ariving from accel-
eration of United States rearmament, nor the impact of iis own pro-
spective rearmament. A serious inflation in the prices of raw mate-
rials, which Western Europe must import, relative to the prices
of manufactured goods, which it exports, may adversely affect both its
dollar snd nondollar balance-of-payments positions. This effect
could be particularly hard on the major Continental countries and
conld create difficulties in meeting import requirements. Thus, it is
important that cooperative measures be taken to maintain equitable
prices for raw materials, if possible through accelerating the increase
in their cutput, and in particular to maintain reasonable price sta-
bility in the United States and in United States exports.

The requirements of rearmament, moreover, will increase the quan-
tity of imports needed and, by straining Western Europe’s productive
capacity, will tend to reduce the quantity of goods available for ex-
port. This strain will be somewhat alleviated by a continued expan-
sion in totsl output. It cannot be expected, however, that the rate of
expansion achieved in recent years, as large-scale reconstruction and
modernization were undertaken with the help of sizeable United States
aid, will be maintained in the future.

A third diffienlty, growing out of the rise in import prices and the
strain of rearmament, is the danger of inflation in Western Europe,
which could accentuate both the balance-of-payments problem and the
problem of making the best use of strained resources.

The internal policies and measures needed to meet these problems
will require increased restraint in domestic consumption and invest-
ment. In some countries, inflationary pressures still persist; in oth-
ers, governments are faced with problems of social cleavage and
political division. There is an cbvious clash between the common
gacrifices necessary for adequate defense and for self-support, and
the powerful popular aspirations for better living,

Present circumstances, moreover, vary significantly among the sev-
eral countries of Western Europe. The United Kingdom, although
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faced with exceedingly dificult adjustments economically, has by con-
certed national effort made great progress toward a successful ad-
justment to its changed postwar position. It has been sided in this
effort by its high national morzale, the close relationships with other
members of the Commonwesalth and sterling area, and the strong
markets for the latter’s raw material exports. The particular situa-
tion and importance of this group of countries is discussed in & suc-
ceeding section.

Apart from the specza} situations of (reece and Aa:stma, the ma;or
continuing economic problems appear to be concentrated in Itsly and
Western Germy. In spite of encouraging progress in many re-
spects, economic sctivily falls far short of full utilization of resources,
and political and psychological difficulties handicap the marshaling
of full economic strength. In Italy a substantial reduction in unem-
ployment will require additional investment and forceful government
initiative. Its full elimination would probably require large-scale
emigration, for which there is little prospect at present. In the case
of Germany, the inflow of millions of refugees, and the Jack of housing
for workers in areas where output could be expanded, has created a
serious unemployment problem ; the curtailment of important sources -
of supply and markets in Eastern Europe has disrupted the customary
pattern of trade; and the backlog of war destruction, notably in hous-
ing, makes necessary a high rate of investment. Both countries may
be especially affected by the deteriorating terms on which their ex-
ports exchange for imports, which emphasizes the need for rapidly
raising employment and output.

In Italy and Germany, and also in Franee, the lack of political
cohesion is & matter for serious concern, and this in turn reacts on
economic incentives and progress. While much improvement in the
economic situation is being achieved through the development of ex-
port markets, the basic problems appear to be mainly internal. The

capabilities of some present governments are limited by the divided

nature of their support and also by poorly designed or a.dmmlstered |
reven. B systems.

Western Europe’s economic potential in general, though very large = g

in comparison with most areas of the world, is seriously limited by a
weakness in entrepreneurial initiative and by the unwillingness of
many European bus aessmen to face the challenge of vigorous com-
petition. Managerial and technical deficiencies arc protected and en-
trenched by restrictive business practices, such as price-fixing and
mearket-sharing agreements, which are everyday features of European
business life. Governmental policies to raise the efficiency of the




European economy by reducing barriers te competition in intra-Buro-
pean trade have in many cases been frustrated by agreements among
business Srms to refrain from entering each other’s home market, As
& result, Western Europe is not at present making the most efficient
use of the productive resources which it already possesses.

The disturbing aspects of the situation on the Continent are in large
part a clear reflection of the present state of national morale and -
apprehension regarding their future. One essential elemnent in remov-
ing this obstacle is the development of adequate military defense.
But rapid progress toward Western European integration, and toward
a closer alignment of the North Atlantic Community, are also essential
elements; it is in this connection that they are of great immediate
significance, although in the long run they will also have salutary
effects on the economic structure.

The impact of present developments must be evaluated in the light
of these general outlines of Western Europe’s economic position.
Foremost among these developments are, first, the intensification of
rearmament in the Western World, including United States military
aid to the North Atlantic Treaty countries ; and, second, the increasing
urgency of strengthening the non-Communist world, both politically
and economieally, of increasing supplies of essential materials, and
of expanding output of all kinds.

B. Issces AxisiNe From Expaxsion v Mprmary Errorr

The security of the free world requires 5 rapid accelerat. nin build-
ing up of defensive military strength. This willbea joint effort based
on mutual interest and requiring common sacrifices in accordance with
economic capabilities. This military buildup will divert to military
purposes some resources which would otherwise be available for con-
sumption, investment, or exports. Thus, questions arise as to how
£ar the countries of Western Europe must go in military expansion for
security reasons, how far they can go without endangering political
stability, and what the resulting needs for United States economic aid
or changes in United States policies may be.

The impact of United States rearmament will be to enlarge greatly
the available markets for European expirts and the ability to eamn
dollars, both in the United States and in third areas. Adeguate mar-
kets are in prospect for some time and this removes at least temporarily
what was, prior to the decision to accelerate rearmament, the major
threat to achieving Eurcpean self-support. The impact of Western
Furope’s own rearmament, however, will threaten its ability to take
advantags of these markets; it wili involve difficult choices regarding
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the forms in which and the extent to which sacrifices will be made.
Thus the prospective problem of Western Europe is not mainly one of
obtaining adequate dollar markeis, but again takes the form of obtain-
ing sufficient total resources to meet the needs of security and political
stability. v |

The maintenance of high levels of investment is desirable to expand
and modernize basic capacity and to meet acuts housing needs in cer-
tain countries. A continued rise in the volume of exports is necessary
if self-support is to be achieved. There will be pressures for further
increases in consumption, particularly since many shortages have only
recently been cvercome., The Western Erropean countries are thus
faced with @ series of difficult choices.

On the other hand, the living standards in Western Europe, while
in some respects below those to which their peoples had become ac--
customed before World War IL, are still high relative to the rest of
the world outside the United States and some members of the British
Commonwealth. Minimum consumption requirements are not so much
related to physical necessities as to what is needed to prevent political
unrest, or to strengthen economic effort and national loyalties. And
this, in turn, is largely & matter of national morale. There is reason
to believe that, as the free world acquires the capacity to defend itself,
Western European worale will be strengthened and the economic
adjustments necessary to rearmament will be facilitated.

A military buildup of sizable proportions could be undertaken with-
out requiring a diversion to military purposes of the total growth i
output which ean be expected over the next few years in Western
Europe asa whole. Much less of the possible increase in output would
need to be diverted if aggressive measures are undertaken to eliminate
under-employment of resources. The military buildup will, of course,
bear heavily on certain industries, as it will in this courtry. It would
also raise difficult fiscal problems for the governments involved, in the
light of inefficient revenue systems or of budgets already large.

Although the requirements for future United States aid are not
the result of purely economic factors, and are related to questions
of morale and political capabilities, these requirements may be never-
theless real and compelling. It is clearly in our interest, as it is in
theirs, to have the Western European countries as soon as possible
in a position, both militarily and psychologically, to participate fully
in the joint defense effort; and to achieve full use of their resources
to increase the security and economic strength of the free world.
Toward this end United States economic aid plays a subsidiary but

necessary role. It has served in the past and can serve in the future



=24

to strengthen the political forces sitempting fo preserve and
strengthen free and democratic traditions, and to facilitate an scceler-
ation in production which at the present time is essentisl.

One fact is clesr—Western Europs is the most critical area from
the stendpoint of our security and the security of the free werld. To
facilitats & rapid military buildup of a size sufficient to develop
needed defense capabilities within a few years, the United States
should be prepared to extend economic assistance as well as fo pro-
vide finished militery equipment during the period required for the
rapid buildup. Without such assistance, some buildup is undoubtedly
possible; but present projections clearly indicate that a buildup of
the required proportions and of the required rapidity {¢) is beyond -
the capacity of Western Europe to undertake—the short-run pres-
sure on living standards would be too grest; and (&) will invelve some
increase in supplies from doller sources and thus will exert special
pressure on the short-run dollar availabilities of most of the coun-
tries. The continuning marked rise in the dollar reserves ¢f some
FEuropean countries up to the present reflects the faveorable impact
on their dollar position of developments in the United States, while
the impact of their own resrmament on their requirements has not
yet been felt.

‘The smount and duration of economic aid to support the defense
program obviously depend on the size and duration of rapid mik-
tary expansion in Western Europe, and on the proportion of their
military requirements which will be produced in the United States.
Although economic recovery has been more rapid than was antici-
pated in 1947, recent evenis have superseded recovery as the domi-
nant objective. | R

June 30, 1952, is thus no longer a target date. We should face
frankly the fact that the original purpose of the Eurcpean Becovery
Program—to help Europe to become self-sufficient within a 4-year
period—must be modified, as far as timing is concernad, by the sub-

sequent developments on the international scene, aithongh the basic

objectives of the ERP in Eurcpe are, if anything, more vital than
ever to our national intervests. Furthermore, the provision of mili-
tary equipment is not by itself enough to enable Western Europe
to expand its own military production and forees with sufficient rapid-
ity. What is needed, tharefore, is a reassessment of the outlook of the -
Western European countries in the Hght of their revised requirements
and their capabilities under the joint defense sffort. o

Provided that the Western Europesn countries undertake » gonn-
inely adequate effort fo proceed rapidly in building their defenses,
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it pow apwm that a continuation of United States aid, apart from
military end-items, will be needed for another 3 or 4 years beyond
the present time, and will be in the interests of the United States.
The magmtada of the required assistance cannot be firmly estimated
until the size of the rearmament effort by individual countries be-
comes clearer. It should be emphasized that the purpose of this
continued aid is primarily to enable Western European countries to
remain effectively functioning partners while undertsking their full
and necessary contribution in the joint effort to build adequate de-
fenses for the free world. The requirements must be gauged uccord-
ing to the plans agreed upon.

C. MersoDS AND ADMINISTRATION 0F UNITED STATES ASSISTANCE

In determining the nature of assistance, and in its administration,
it is important to bear in mind the longer run objectives with respect
to the creation of a democratically strong and economically independ-
ent Europe. In this connection three major aspects appear important.

First, a large military expansion program in Western Europe must
be made part of the total effort to achieve closer political relationships
and unity of purpose. If, for example, it were approached on a
country-by-country basis, it could seriously impede the progress now
being made toward greater integration of European economies and
removal of trade barriers, This could ensue from attempts of individ-
ual countries to protect their balances of paymenis against increased

import demands and reduced export availabilities resulting from do- s

mestic income infiation, and from disparities in rearmament effort.
We should resist any such trend by encouraging necessary internal
measures and through the administration of United States aid. Only
in this way can the output of Western Europe be maximized.
One aspect of the administration of aid relates to the future of the
European Payments Union (EPU). The expansion of intra-Euro-
pean trade has been one of the most important elements in European
recevery, and further expansion can make possible increasingly effi-
cient utilization of resources within Europe. The EPU stimulates
this by providing a multilateral system of payments among the West-
ern European countries and also the whole sterling area.  The United
States should continue to support the development of an effective intra-
European payments mechanism. At least for the time being it should |
cortinue to allot to EPU a portion of the dollar aid it extends to
Burope. This makes it possible for those countries needing doliars
to earn at least some part of them by exporting to other EPU coun-
tries and wouid enable other countries to finance additional import
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reguirements which can be satisfied from within Western Europe and
the nonparticipating sterling srea. Consideration should also be given
to using EPU to finance transfers of equipment and materials vital to
the defense program among the Western European countries and the
nonparticipating sterling area.

While the present EPU arrangement involves continued discrim-
ination against dollar imports, there is no necessary conflict between
the liberalization of trade and 2 better economic integration within
Western Europe, and progress toward the restoration of a world-wide
system of multilateral trade and payments. The removal of bilateral
and other restrictive controls on intra-European trade would promots
competition and productive efficiency and thereby strengthen the com-
petitive position of European exports in world markets. The EPU
system would tend to merge with a world-wide system of settlement in
convertible currencies if the element of gold settlement in it were pro-
gressively incressed. This is the direction in which we should press.
Full gold settlements of debtor and creditor positions in intra-Euro-
pean trade and the complete elimination of trade discrimination will
not be possible, however, until the competitive position of the Western
European countries on world markets is improved to the point where
they are willing to use dollars they earn in world markets in settling
intra-European accounts. Thus, basically the EPU should be viewed
as a transitional mechanism in the process of achieving both a greater
integration within Western Europe and an approach toward freer
trade between Europe and the rest of the world.

Second, btk economic and political considerations roake it wice to
separate the administration of economic assistance for European civil-
jan and military production from United States military assistanca:
i. e, the provision of finished military equipment. Obviously decisions
on the type and amount of total United States assistance, as well as
on many other matters, must be based on top policy determination
within the UJ. 8. Government and on over-all plans agreed upon among
the participating countries. Once such decisions are made, the plan-
ning of United States aid, apart from military equipment, should not
be based on a mere adding up of specific European projects, such as
the production of specific military items. It should rather be based
on an over-all assessment of requirements of Western European coun-
tries—for consumption, investment, export, and military production—
and should be operated to promote nesded developments in public
policy and better utilizaiion of resources.

Furthermore, the basic constructive purposes of economic aid have
been clearly set forth in connection with ERP. 1t is therefore likely
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to be much easier to make sure that the pecples of Europe well under-
stand that our ultimate objective is a prosperous and secure peace if
we maintain this or 2 similar approach in our foreign policy, although
the administration and programing of aid should of course be modified
to reflect the new situation. It is in this connection that the use for
military purposes of local currency counterpart funds arising from
United States assistance may have political disadvantages. From the
standpoint of military programs such use is irrelevant, since increased
nse of counterpart for present nonmilitary expenditures can release
ordinary government revenue for military expenditures.

Third, the long-range effect of a military buildup in Western Eu-
rope on future export volume raises an important issue. Short-run
cost considerations favor the production in Europe of many military
iterns, both for American and Western European use. A substantial
increase in military production, however, will inevitably reduce West-
ern Europe’s capacity to export, not only because certain industries
needed for military production, e. g., engineering, metallurgy, heavy
chemicals, are also important export industries, but because a large
expansion in military production will divert resources away from
other industries now producing for export.

That European rearmament will require some diversion of re-
sources away from export is inescapable. But unless Western Europe
is a few years hence tc be faced with the need to rehabilitate export
capacity and export connections, as it was folliowing World War 11,
this diversion should be held to the minimum compatible with effec-
tive rearmament. There are strong economic as well as security rea-
sons for providing a large proportion of United States assistance to
Western European rearmament in the form of finished military items,

Preserving a proper balance between exports and arms production
in Western Europe will run counter to the natural trend in the psy-
chology of the United States public during a period when United
States export availabilities, notably of durable goods, will be declin-
ing. It is important that the American public understand the real
nature of the alternatives. The questions are {a) the extent to which
Europe can best contribute to the needed military buildup by diverting
resources to the produsction of military goods rather than by earning
military goods through exporting what it can produce most efficiently ;
and (&) whether Western Europe will continue to strengthen its
long-run position through the development of trade with areas capable
of supporting lasting trade relationships, or whether this process
will be reversed and problems stored up for the future for the United
States as well as Europe,
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The cases of Germany and Italy are particularly iroportant. Both
now have considerable unemployed manpower and facilities, although
these would require in many cases retraining and retooling to stiain
efficient production. It is of course essential that these resources be
drawn into pr. ‘uction and that markets be found for their output.
To some extent this can and should be done through military pro-
grams, but to carry this process so far that these two couniries are
prevented from expanding their civilian export trade and establishing
those continuing trade reiationships that they require for independent
econormic existence, might well in the long run prove to be an exceed-
ingly expensive method of military procurement. The problem is
not only one of military output; it also involves the need for firmly
orienting toward the free world the peoples and the economies of
the former enemy nations.

Added emphasis is lent to the above discussion by s consideration
of the broad objectives of our foreign economic policy, which are to
increase the economic strength and solidarity of the free world and
to assist in marshaling its resources in the most effective fashion.
One way is clearly the development of an international trade pattern
which makes the best use of available resources. Viewed in this light,
the large and growing industrial capacity of Western Europe be-
comes a source of great strength to the free world, & means whereby
defense capabilities can be stepped up, and at the same time a means
whereby the urgent requirements of many underdeveloped areas can
be met to mutual advantage. Western Eurcpe on its part must have
aceess to those markets to become self-supporting, and must accept
responsibility for competing effectively in them. It would be highly
unwise to interrupt or retard the development of this pattern which
is already well advanced, except to the extent that limitations of
capacity make it necessary to do so in the light of military needs.

As general guidelines, therefore, the following are suggested: (@)
the nrgently required military buildup of Western Europe should
be accompanied by adequate consideration of long-run export require-
ments, although it should be expected to involve a substantial diversion
of Tising total output away from consumption and investment; (b)
the administration of economic assistance, including assistance for
military produciion, should be kept separate from the provision of
military equipment, although these programs must obviously be
closely related; and (¢) economic assistance should be based on over-
all requiremenis and directed st encouraging full utilization of re-
sources and greater integration of Western European economies,

814264-i0—4g
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The general tenor of our economic policies towsrd Western Eu-
ropean countries should be to return to a partner relationship, based
on their financial independence and appropriate trading relationships
with the rest of the free world. This is one of the needed components
in a revivsl of European vitality.

D. Tae Brrmsn Cosoxweartn anp Tas SteruiNe Axes

The strategic importance of the British Commonweslth to the
mutual defense program, both area-wise and as a supplier of resources,
is generally well known and does not require elaboration. What may
be lost sight of at this juncture is the importance, to an effective
organization of the economic resources of the freo world, of sterling
in world trade and of a strong position of the United Kingdom. Not
only is the sterling area an indispensable source of raw materials, but
the position of Britain as banker and trading center of the world’s
largest currency area makes Britain’s trading and curreney policies
of great importance to the realization of United States foreign eco-
nomic objectives.

Furthermore, the development of a healthy trade position for the
Continental countries, the economic structures of which are adjusted
to an historical deficit in direct trade with the United States, re-
quires an increasing ability on their part to earn some dollars in multi-
lateral trade with the sterling area; this in turn requires a gradual
liberalization of restrictions against sterling area imports from the
Continent. Also, adequate development of the production of primary
materials in the sterling area will be facilitated by continued releases
of sterling balances in moderate amounts, and British public and pri-
vate investment for preductive purposes in the dependent overseas
territories and the rest of the sterling area. This is a desirable seg-
ment of a world-wide program of development of underdeveloped
areas.

Since the war the United Kingdom has made impressive progress
not only in her domestic production but in correcting the highly un-
favorabie position of her foreign trade account. British exports in
the first half of 1950 had increased to 80 percent above the average
1536-38 quantity, reaching the highest level on record, while the quan-
tity of imaports has been held to slightly less than the prewar level.
This improvement in trade position has been heavily dependent on
foreign aid from the United States, and, to a much smaller extent, from
the Commonwealth countries, mainly Canada. It has also depended
substantially on a control of foreign trade through the use of re-
strictive and discriminatory devices, imposed for emergency purposes,
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Imports have been subject to quantitative restrictions and exchange
controls. Exports from the United Kingdom have been facilitated by
continued discrimination against dollar imports by the rest of the
sterling area and by other soft currency countries. Esports have like-
wise been attracted into sheltersed markeis through the releass of
accumulated sterling balances and the investment sbroad of new
funds {see appendix, table 13).

The improvement in the sterling area’s international trade and finan-
cial position has been particularly rapid during the past year. From
the eve of devaluation in mid-September 1949 to September 30, 1550,
gold and dollar reserves rose by over 1.4 billion dollars to a level of

9.8 billion dollars. The sterling ares outside the United Kingdom has

become 2 substantial net earper of dollars. On the other hand, the
improvement of Britain’s dollar position has been sccompanied by &
rise in external sterling liabilities (see appendix, table 14).

Rearmament in the United States with its attendant increases in im-
ports and rise in prices should tend, on balance, to improve further the
gold and dollar position of the sterling area as a whole. The rise in
rubber and tin prices from January to June 1950 would alone have
the effect of increasing the foreign exchange earnings of Malaya by
900 million doilars annually. Other dependent overseas territories
may be expected to increase substantially their dollar earnings from
these commodities, or others such as cocoa. A heavy demand for wool
and higher wool prices has shifted Australia from the position of a
dollar deficit country to that of a net earner of dollars. Rising prices
in the United States will not only facilitate British exports to this
country, but will tend to shift purchases in other areas from American
to British exporters. On the other hand, offsetting factors, mainly
higher prices for imports, are likely to prevent the improvement from
being spectacular. Taken by itself, such improvement as may occur
is desirable from the point of view of United States foreign economic
interests. Although the gold and dollar reserves of the sterling area
had reached 2.8 billion dollars in September 1950, this was not a satis-
factory level.

The position of the United Kingdom alone, apart from the rest of the
sterling area, will be much less favorable. Its terms of trade are
likely to continue deteriorating, and its prospective gains in dollar re-
serves may be in part offset by a rise in short-term sterling balances,
at least some of which the holders will want to use.

More important, a large increase in British military expenditures
will involve some increase in imports and, even with a tightening of
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internal controls, may divert some resources away from export, thus
prolenging the period of economic dependence on the United States
which both we and the British are eager to avoid. The British have
indicated t-at they are proceeding with an expanded military program
without waiting for the determination of the amount of additional
United States aid. Yet it must be expected that an assumption by
the British Government of its full military responsibilities will in-
volve, not only some reduction of planned consumption snd internal
investment, but also a substantially slower rate of improvement or
even a deterioration of the United Kingdom’s external position.
Achieving the needed rate of increase in British military expenditures
by means that seriously worsen the external economic position of the
United Kingdom should be avoided, in the interests both of the United
Kingdom and of the United States.

The convertibility of the pound sterling is in many ways an essential
first step toward the restoration of multilateral trade. Progress to-
ward sterling convertibility should take the form of a gradual relaxa-
tion of discriminatory trade controls on the part of the sterling area
countries. This would mean that Britain would need to improve her
competitive position to the point where she could hold her trade with-
out the aid of diserimination by the rest of the sterling area in favor of
soft-currency imports. Furthermore, convertibility could not be
achieved without the immobilization of a large portion of the sterling
balances. Such immobilization would present political difficulties for
Britain and might impose economic hardship on certain holders of
these belances. Finally, Britain could probably not safely undertake
the restoration of convertibility until her reserves had been built up
to substantially more than the current level.

Progress toward convertibility should be encouraged. When and if
Britain has met the conditions essential to convertibility (see Ch. V),
other than accumulation of adequate gold and dollar reserves. , may
be in the interests of the United States to assist Britain in proce-Jing
the rest of the way by making available financial assistance, such as &
stabilization credit sufficient to supplement Britain’s own gold and
dollar reserves.

Carada;as a member of the British Commonwealth but not of the
sterling area, has met its postwar import surplus from the United
States by an export surplus to overseas countries which has been £-
nanced in part by United States aid to Western Europe. Recent in-
creases in exports to the United States and decreases in imports indi-
cate that Canada is adjusting the level of its dollar imports to the
level of dollar availabilities without serious consequences, Over the
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long run, Canada’s dollar position should be greatly improved by the
development of petroleum, iren ore, and other natural resources, a3
well as by expansion and diversification of Canada’s manufacturing
industries, all of which should contribute substantial dollar earnings
or dollar savings.

E. Jaraw

The economic position of Japan is analagous, in many of its aspects,
to that of the United Kingdom and some other countries of Western
Europe. A relatively highly industrialized nation lacking in many
natursl resources, Japan's economic well-being is heavily dependent
upon foreign trade. Within the Far Eastern region in particular,
Japan is an important supplier of manufactures and a significant mar-
ket for the food and raw material exports of its neighbors. Because
of its predominant industrial position in the Far East, the potential
contribution of a stable and democratic Japan is extremely important
for economic growth, the improvement of living standards, and the
maintenance of peace in the region.

Postwar economic recovery in Japan has been rapid. The index
of industrial production is only slightly below prewar, while the index
of industria] activity (which includes electric energy) now exceeds
the prewar level. Agricultural output has surpassed prewar fotals,
and there has been a steady reduction n Japan’s unfavorable balance
on current international sccount. An essential element in this re-
covery has been United States assistance (totaling almost 1.8 billion
dollars from September 1945 through June 1950), which enabled
Japan to meet the nearly complete loss of its prewar sources of food
and raw material imports in China, Korez, and Formosa (see ap-
pendix, table 15).

Further progress in economic reccvery is necessary. Because of
the very great increase in Japan’s population, per capita income
remains well below prewar despite the significant recovery in total
output. Although attainment of the prewar per capita income can-
not be regarded as essential to a self-supporting position, continued
progress toward those levels is important to political stability and to
the further strengthening of democratic institutions. The chief
obstacles are the disadvantageous competitive position of certain seg-
ments of Japanese export industry (arising out of obsolete plant and
equipment and aggravated by inefficient and wasteful use of man-
power}, the reduction in the size of Japan’s merchant fleet, the inter-
national political problems associated with the reentry into foreign
countries of Japanese merchant vessels and foreign traders, and over
the longer run, the rapid rate of population growth.
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Japan’s major problem, however, has been the difficulty of finding
export markets where it could earn sufficient dollars, or other cur-
rencies usable for the purchase of commodities {chiefly raw cotton and
_ foodstuffs) that were in large part obtainable only from hard-currency
sources. Thus Japan, like Western Europe, was beginning to be in-
volved in what was eseentially & marketing problem rather than 2
preblem of inadequate economic resources. In Japan’s case, the mar-
keting problem was aggravated by the permanent reduction in the
dollar market for raw and processed silk. '

These difficulties, howevar, are not insurmountable. Even prior to
the outbreak of war in Korea, it was clear that Japan had the physical
capacity to expand export production sufficiently to cover the cost
of necessary imports, subject to its ability effectively to compete with
other suppliers. Plant capacity, management, and manpower wers
all available, although problems of cost reduction through improved
methods and equipment remained. Some modernization of industry
had been achieved and further improvements in productive efficiency
were anticipated. It was thus possible to foresee that the need for
net additions to Japan’s resources through United States aid would
probably disappear at an early date.

Currently, developments associated with or accentuated by the
acceleration of United States and Western European rearmament now
suggest that the dollar earnings aspect of the Japanese problem is
more susceptible of early solution. Markets for Japan’s exports—in
southeast and south Asia, in Latin America, and in other areas outside
the Soviet sphere—in all likelihood will be expanded by the increased
earnings of these areas from high prices for raw materials needed in
the United States and Western Europe, and because of the reduced
availability of United States supplies. As the staging ares for
United Nations’ forces moving into Korea, Japan has aequired a
temporary market for goods and services for which it is being paid

in dollars. If should be emphasized that the adoption of measures

regarding economic development and United States policies suggested
elsewhers in this Report wonld further improve Japanese export
markets and thereby aid Japan’s dollar position.

During United States fiscal year 1930, Japanese official dollar bal-
ances increased by 175 million dollars {from 103 million to 278 million
dollars) and at the same time there was a net repayment of short-
term credits totaling 79 million dollars. Japan’s net short-term
dollar position improved by 254 million dollars during the year, as
compared with grants of around 420 million dollars. Thisstrentghen-
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ing of Japar’s dollar reserve position was, of course, a desirable step
toward the point at which dollar aid to Japan could be ended.

On 2 conservative estimate, Japan's exports and its gross dollar
earnings in the United States fiscal year 1651 will exceed substantially -
the levels expected prior to the outbreak of hostilities in Korea. Off-
setting this improvement will be higher costs for raw materials and
for i;he additional imports that Japan must have to preduce additional
exports. The expansion of its exports, uevertheless, should permit
Japan either to add further to its current dollar balances or to build
commodity stocks for future processing or consumption.

With a continustion of present favorable trends, then, Japan may
be wholly self-supporting, although at s level somewhat balow prewar
per capita income, and in possession of substantial dollar and possibly
commodity reserves by the beginning of United States fiscal year
1952. Further appropriations for Japanese aid therefore should
be carefully considered and measured against the effect of the changed
circumstances brought about by current developments.

In the process of achieving a position of self-support, moreover,
Japan may have an opportunity to build toward a trading relaticnship
with Southeast Asia and cther areas that will permit substantial
adjustment to the decline of China’s importance as a major market and
source of raw materials. Within such a {rading pattern, Japan can
supply the underdeveloped aress, where its chief markets must be
found, with an important part of the capital and consumers’ goods
needed for development purposes. Given the necessary expansion and,
diversification of the y-oductive capacity of the underdeveloped
countries, Japan can hope to find new sources for its raw material
imports and at the same time to develop a mutually beneficial exchange
of specialized manufactured goods.

If raw materials and markets are available, Japan’s economy could
probably supply a markedly higher volume of exports than at present
while at the same time maintaining acceptable levels of domestic con-
sumption and investment. However, Japan is perhaps more than any
other nation dependent upon imports for survival, and if it should
prove unable to increase its production for export, it might need
external aid to finance imports.



IV. The Underdeveloped Areas and Fconomic
Development Programs

A. PreseExT SITUATION AND PROSPECTS IN THE L NDERDEVELOPED ARzAS

The largest part of the non-Soviet world, measured in terms of
population and land svea, consists of economically underdeveloped
regions. With some exceptions, the countries of three areas—Latin
America, Asia, and Africa—fall into this category. In the non-
Communist parts of these areas live 1,150,000,000 people, 70 percent of
the population of the entire non-Soviet world. These areas also con-
tain a large part of the world’s natural economic resources. For that
reason, t0o, they represent an economic potential of great importance.
Despite their great natural resources, many of these countries have an
extremely low standard of living, reflected in per capita income
averaging below $100 a year in important countries, low levels of
literacy, and poor conditions of sanitation and health, with life ex-
pectancy at birth being 80 years or less in many countries. (See ap-
pendix table 16)

These countries no longer accept poverty as an inevitable fact of life.
The contrast between their aspirations and their present state of
unrelieved poverty makes them susceptible to domestic unrest and
provides fertile ground for the growth of Communist movements.
Some of these countries, in addition, are geographically close to
Soviet-dominated countries.

The United Staies has long been concerned with the material
progress of the peoples of the underdeveloped areas, both as an end
in itself and as & means to the development of stable, democratic
societies, In the present state of world tension, the urgency of our
interests in these areas has greatly increased. First, we must help
them strengthen their ability to maintain their independence. Second,
we must secure the cooperation of their peoples and their governments
in an effective system of mutual defense. Third, we must help bring
about in these areas increasing production and mutually beneficial
exchange of materials for civilian and defense use. Finally, we must
assist in bringing them increasingly into a network of international
trade which will promote a more effective use of the economic resources
of the free world and will enable the countries comprising it to achieve
progress on a self-supporting basis.

(49)




The first of these purposes is s prereguisite to the full accomplish-
ment of the others. It requires, among other things, that the loyalty
of these yeoples to political democracy be won or made more secure.
This, in turn, Tequires a demonstration by positive and sustained action
on the part of the more prosperous members of the free world that the
economic aspirations of underdeveloped countries can best be realized
in association with the rest of the free world.

The cutstanding general economic characteristic of these areas is
the heavy concentration of their populations in relatively primitive -

agricultural activities. Most of this rural population is engaged in

the production of foodstuffs for domestic consumption. Crop yie}ds

per worker and per unit of land area are iow, largely because capitalis = :

lacking and agricultural technology is primitive, Levels of literacy,

technical skills, sanitation, and health lag far behind those prevailing o *

in: the developed cauntries, In many instances, land tenure, agricul-
tural credit, and tax systems aggravate the poverty of the agricultural
producer. At the same time, they deprive him of a significant share
in any inecrease in output, and thereby of incentive for raising his
productivity.

The pressing need of most underdeveloped reglons ig for agrlcnl-
tural reforms which would combine measures to raise agricultural
productivity with steps to ameliorate the tenure, credit, and tax bur- -
dens that bear most heavily upon the agricultural population. Such
reforms, successfully carried forward, are needed to expand the re-
source base, make possible a release of labor for additional develop-
ment, enaole food output to outstrip population growth, and reduce
some of the chief underlying causes for political instability. |

The coming period of intensive armament activity in the indus
trialized couniries is likely to bring shifts in export-import price
relationships favorable to primary products, which are the chief
exports of the underdeveloped countries. Already there are sig-

nificant indications that United States and European defensive -

preparations will have this result. The altered price relationships.
will mean that some of the underdeveloped countries will have
greater ability to buy goods abroad as a given guantity of exports
becomes exchangeable for a larger quantity of imports. If manu-
factured goods continue to be made available from the United

States, Western Europe, and Japan, the underdeveloped countries -8

producing for the world market will be in a stronger position to pro-
ceed with development programs. But the new price relationships
between primary products and manufactured goods will not affect
the underdeveloped countries according to a uniform pattern. In
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~ those cases where production of raw materials for export is an im-
- portant fraction of total production, the relative grins will generaliy
be largest. Where export commodities c@mg}rise on}y a small pro-
portion of total production, or where prices of magc}r imports rise
correspondingly, the benefits of higher export prices may be nomi-
" pal. For some raw material exports, moreover, the upward price
movements may be limited.

Latin America

During World War II, mainly as a result of an export boom and the
nonavailability of imports, the Latin American countries sccumulated
large reserves of gold and foreign exchange. In the immediate post-
war years, much of this accumulation went into the replenishment of
consumer goods inventories and toward the satisfaction of pent-up
demand for imports, which was also stimulated by inflation. At the
same time, an expansion of physical plant, particularly industrial
plant, was financed in part out of exchange accumulations and earn-
ings. In spite of generally favorable prices for export commeodities
during the postwar years, the volume of Latin American exports has
not risen appreciably above prewar levels. An actual decline has
occurred in the export of agricultural commodities. By 1947, many
countries were in foreign exchange difficulties and in 1948 .nost of
them applied more or less stringent import ana exchange controls to
protect their remaining dollar and geld reserves, These comtrols,
along with the gradual restoration of Europe’s ability to supply exports
which the Latin American countries had been cobtaining from the
United States, and a sharp rise in the price of coffee, laxgely halted the
drain on Latin American gold and dollar reserves by the end of 1949.

There is now a strong probability that strengthened demand for
Latin American exports will further improve the area’s exchange =
uation. As during World War II, the major beneficiaries in terms of
absolute wmounts are likely to be Cuba, Brazil, and Venezuela, but the
improvement will probably be substantial absclutely or in percentage
terms for virtually all of the Latin Americen countries.

It is likely that high prices and impending shortages of raw mate-
rials will stimulate a greater volume of private United States invest-
ment in Latin America. In a world of heightened political and mili-
tary tension, Latin America may, in fact, be the one underdeveloped
area sufficiently removed from the threat of aggression to stiract size-
able amounts of United States private capital. An easier Latin Amer-
ican dollar posifion, which would permit the relaxation of ¢xchange




zontrols, could be s further investment stimnlns, A% the same time,
private investment wiil a}mm&'iy be selective, with the bulk of the new
funds going into minersls development in a relatively few countries.

1f essential m@ﬂm continue to be available, Latin America in some

respects promises to be able to take more effective advantage of & .

period of prosperity than st any time in the past. Ew@}@pment pro-
grams have been shaken down to more manpageable proportions, many
of the problems arising out of shortages of %ﬁhﬁicai skills have been
recognized and attacked, and there hss besn s healthy tendency te
emphasize the need for improvements in ihe agrieulfural field. A
considerable amount of basic work has been completed in conmection . .
with applications for International Bank and Ezport-Import Bank

ioans and might now bear fruit. The basis for prosperity in Latin =

Armerica Weuid be considerably broadered if increased productmn of

strategic materials were accompanied by an adequate espansion of the -

transportation network, power plants, and river and harbor facilities.

There is danger, however, that the additional higher export es'n-
ings will raise the cost of living and promote inflationary profits, on
the one hand altering the distribution of resl income te a degree that
will create social unrest and political instability, and on the other
dissipating the additional foreign ezchange earnings in wasteful im-
ports of luxury consumers goods. If the benefits of higher export
earnings are to confribute to econorcic development in these countries,
their governments must take measures o counserve foreign exchange
earnings for that purpose and ses fo it that a portion of increased
domestic income is saved and invested.

The Middle East

By reason of its geogravhic location, communications faeﬁ},tzes, and

oil resources, the Middle East area—-here defined as comprising Syria, :

Lebanon, Isracl, Jordan, Iraq, Egypt and the Sudan, the Arabian
perinsule states, and Iran—can e expected te be a continuing objec-
tive of Soviet expansionism. Both ths external and indigenous
Communist threats are already serious in Iran. Axn extension of Rus-
sian influence into this region as a whole would further menacs Greece
and Turkey: it would threaten the whole of south Asis; and it would
jeopardize the security of the intercontinental eommz:&mc&tmns which
converge in the Middle East. But oil in itself is a sufficient prize for
the Soviet Union. The Middle East felds contain about 50 percent of
the world’s known oil reserve. Present production is adequste to
supply European requirements; 1948 production is expected to be
sufficient to meet totsl Eastern Hemisphere demands. "To lose access
to this resource would greatly weaken the security of the free worid.




Receipts from the sale of oil provide substantial income snd for-
eign exchange to the producing countries, which could be used to
finance economic development under proper local governmental pol-
icies and practices.

‘Apart from oil, which ic concentrated in parts of Iran, Iraq, and
the Arabian peninsula, virtually the only important natural resource
of the Middle East is agricultural land. The remainder of the region,
except for Israel, is largely dependent upon the cutput from a limited
amount of srable land. Most of the land area—70 to 80 percent—is
noncultivable; most of the cultivable land requires irrigation. Agri-
culture is typically small-scale and technologically retarded. In gen-
eral, it is marked by low yields and by tenure and credif arrangements
cnerous to the peasant cultivator and inimieal to the introduction of
more efficient agricultural techniques.

In these circumstances, it is quite clear that the immediate economic
problem of the Middle East is in agriculture. If the agricultural base
is to yield any significant surplus over minimum domestic require-
ments and thus to provide a margin for increased local saving, there
must be extension and improvement of irrigation facilities, reclama-
tion of potentially cultivable land, at least a beginning of moderniza-
tion of agricultural technology, and meaningful measures of reform
of uneconomic tenure and credit systems. Given the administrative
weaknesses of many of the Middle Eastern governments, the paucity of
local capital funds and the variety of interests standing in oppesition
to change, the area as a whole is not ready for more than limited steps
in these directions. Even limited progress, however, might reduce
their vulnerability to Soviet political infiltration and pressure.

With the probable exceptions of Egyptian cotton and the petroleum
output of Iran, Iraq, and the states of the Arabian peninsula, the ex-
port commodities of the Middle East area are not likely to find sub-
stantially improved markets abroad. Current indications are that
Egypt will increase its foreign exchange earnings appreciably during
a period of active rearmament in Western Europe, and that revenue
from oil exports will rise. Syria, Lebanon, Jordan, and Israel have
only limited export capabilities, and those are mainly in commodities
that are not likely to find relatively stronger world markets.

South and Southeast Asia

In this area, the threat of Communist aggression is immediate and
substantial. Armed uprisings, led by Communist parties, are cur-
rently in progress in Indochina, Burma, Malaya, and the Philippines.
In Indonesia, Pakistan, and India, non-Communist governments are
faced with deep-seated difficulties upon which Communist movements
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seek to capitalize. Thailand’s large Chinese minority is a potential
threat to internal stability. And prevailing over the whole area is the
military-political insecurity arising from the existence of the new
Chinese Communist regime.

Numerically, peasants comprise the bulk of the area’s population.
Their poverty and grievances provide the major underlying and
chronic bases for political unrest. In recent decades agricultural pro-
duction has not kept pace with population growth, with the result
that the food position of the area as a whole has worsened significantly.
In s real sense, the newly established non-Communist governments
of this region are on trial before their own people, with their status
largely dependent upon their success in finding soiutions to their eco-
nomic problems, and in some areas to the agrarian problem in
particular (see appendix, table 17).

Dislocsations and damage caused by World War 1, difficulties ssso-
clated with the subsequent transition from dependent to independent
status, wars and civil disturbances, and the continuing menace of
Soviel aggression have been in some measure responsible for the slow
postwar economic recovery of the region. One of the most serious
aspects of this has been for some countries a persistent shortage of
foodstufs and its adverse impact upon the terms of trade and balancs
of payments position. The food shortage has been traceable in part
to the increased requirements of expanding populations and to dis-
orders that have cut deeply into rice exports from two of the rice-
surplus countrics, Indochina and Burma.

India hsas the most difficult problem, both short- and long-term.
Drawings on steriiig balances of 1.6 billion dollars and a 100 million
dollar loan from the International Menetary Fund, supplemented by
the first drawings on International Bank loans, covered current ac-
count deficits from 1945 through 1949. This did not permit any appre-
ciable rise in consumption standards or net addition to existing capital;
indeed, it is doubtful that capital has even been maintained. Pakistan
has also had serious difficulties, and has drawn substantially on sterling
balances. The trade war with India, intensified by the decision not to
devalue the Pakistan rupee, has increased the difficulties faced by both
India and Pakistan.

The situation in the Philippines has been seriocusly deteriorating,
despite United States postwar payments totaling 1.2 billion dollars
through 1949, which financed a sizeable volume of imports; while they
bave made substantial progress in reconstruction of wartime damage,
they have made only limited progress toward economic development
‘and self-support, and almost none toward greatly needed agricultural
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reform. Indonpesia’s protracted dispute with the Netherlands brought

2 very considerable amount of destruction of physical plant and seri-
ously impeded export recovery until this year. Malaya, despite being
harsssed by Communist guerrillas, has fully restored prewar produe-
tion of rubber and tin, its two major export commodities; although it
has incurred persistent deficits on current international account, it is
now again an important earner of dollars. Thailand and Ceylon, by
comparison, have made the adjustment to the postwar situation more
readily, but have not made more than a small beginning toward eco-
nomic development and diversification.

Recent events have significantly sltered the economic prospects for
much of this region. The export economies of Indonesia and Malaya,
based largely on rubber and tin, will benefit spectacularly from cur-
rent prices for these two commodities, Ceylon and Thailand can also
expect to increase their ability to buy abroad as a result of high prices
for primary products such as rubber, tea, and, in the case of Thailand,
rice. The Philippines, too, may have an opportunity to expand ex-
port earnings and thus to limit the impact of scheduled declines in
United States war damage and rehabilitation payments. In Burma,
although rice exports are expected to be only about one-third of pre-
war levels in the current crop year, gradual progress is being made
toward the restoration of internal order. This promises to restore rice
production to more normal levels and in the process to relieve part of
the region’s food shortage. In Indochina, recevery and further devel-
opment must await a drastie improvement in the country’s political-
military situation.

India is the most important exception to the improved generai
outlook for this area. Relative to neighboring countries, production
for export makes only a small contribution to the Indian economy.
Moreover, India’s texstile industries are heavily dependent upon im-
ports of cotton and jute; price increases in these commodities will tend
to cancel out gains from rising prices for a number of India’s exports.
And it is in India, above all, that the need for net imports to supple-
ment domestic production is most acute. The huge and growing In-
dian population is dependent upon an agricultural system of very low
efficiency and an industrial sector still far too small to make up for
the agricultural deficiency. Any analysis of the Indian economic

‘scene must come to the conclusion that if living standards are even
to be maintained, not to say improved, there must be a steady rise in
agricultural productivity and an accompanying growth of industrial
plant. Even on an optimistic estimate of India’s capacity for domes-
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tic capital formation, the requirements for this kind of progress are,
for the immediate future, beyond Indis’s means.
Africa :

The continent of Africa is the last large colonial ares of the world.
Excluding the Union of Sonth Africa, and Egypt and the Angle-
Egyptian Sudan, here considered under the British Commonwealth
and the Middle East areas, respectively, all of the remaining territory
of Africa except Liberia and Ethiopia is in one way or another under
the control of the European colonial powers: The United Kingdom,
Francs, Belgium, Portugal, Italy, and Spain. The known resources
are only partially developed and much of its area has not beer in-
tensively or accurately surveyed. As in most of Asia and Latin
Ameriea, population is growing so rapidly as to make doubtful the
adequacy of future food supplies in most of the area. In addition,
there is a vast shortage of the basic utility and transportation plant
and the health and educationsl services needed for sound economical
expansion.

Despite the fact that its known resources are only partially de-
veloped, Africa is the source of a substantial and, for some commodities,
& major part of our supplies of certain strategic and critical materials;
& g., ashestos, cobalt, columbite, graphite, industrial diamonds. Be-
yond the goods it is now supplying, the immediate African contribu-
tion to the joint defense of the free world will vary with the amounts
invested in making up the shortages in basic public services, as well
as with investment in the direct exploitation of African resources.
Africa’s longer-term role in the European and world trading system
and the progress of the colonial areas toward a stable self-governing
status likewise depends largely upon basic economic development.

In view of Africa’s predominantly colonial status, the direct role
of the United States in African development is likely to be limited.
The ability of the United Kingdom, France, and Belgium to carry
forward the extensive development programs they have projected in
this area will depend upcn the extent to which rearmament require-
ments absorb European resources and will thus be influenced by the
extent of United States assistance.

B. OpsTaciEs T0 DEVELOPMENT
While the mutually beneficial and immediately desirable course of
economic development is reascnably evident, the development process
as & whole can be neither simple nor rapid. In general, the under-
developed areas do not have the economic resources to produce goods
in sufficient quantities to maintain consumption and also to provide
for rapid economic expansion. The techniques and equipment neaded
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for an improvement in agriculturs]l methods are known, but their
application is expensive and time-consuming. Related services are
- pecessary—in power, transportation, education, health~-and these can-
not be developed except over extended periods. There must be in-
dustrial and quasi-industrial development, both to help supply goods
and services to an expanding economy and to absorb the labor power
released by 2 more efficient agricultural system. All this requires
capitel. Poverty itself makes capital scarce within these countries
and difficult to obtain from outside. In addition, the institutions
needed to maintain the process—finaneial and cvedit institutions, for
example—must be developed and expanded as economic development
proceeds.

The obstacles to an acceleration of development, even with outside
assistance, are substantial. The ability to absorb capital effectively
is limited. It is limited first by the inertia of custom and tradition
in connection with habits ot work and methods of production—as lack
of enterprise and willingness to take risks. Resistance to new methods
of production is likely to be greatest among the mass of agricultural
producers, where change is most urgently required. It is limited also
by lack of sufficient experienced technical, administrative and mana-
gerial personnel, and in many cases by lack of concrete and technically
and economically sound plans for the use of capital.

‘The political and social problems involved ir promoting economic
development may be even more difficult and complex than the economic
problems. Certain basic attitudes or abilities are needed for success.
In some countries, more could be done even with currently available
resources. Where dominant or governing groups within a country are
indifferent or opposed to taking the steps necessary to solve economic
problers or to develop popular support and morale, the usefulness
of foreign assistance alone is dubious. If foreign aid is not effectively
used, it may actually impair popular support and retard economic
improvement.

It must be recognized that the governments of some of the under-
developed countries, especially in south and southeast Asia, are new
and inexperienced and face great difficulties, and that in some under-
developed countries governments are unresponsive to the needs of
their people. In these cases there is danger that assistance will not
produce results unless there is firm guidance from outside. At the
same time, many of these governments, fearing that assistancs may
be accompanied by intervention in their affairs, are sensitive to any-
thing that may have even the appearance of intervention.
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This fear is sometimes asccentuated by a misundersianding of our
foreign policy objectives. These objectives in fact are the fostering
and support of political democracy, the enlistment of the cooperation
of other countries in defending all free nations against aggression,
and improvement in the well-being of their peoples. However, our
purposes have sometimes been thought to include a desire to impose
upon others particular institutions which are {or which are thought
to be) characteristic of the American economy or cuiture, and which
they do not wish to adopt. Thus, the ability of this conntry fo in-
fluence the process of economic development by unilateral assistance
is limited by factors inherent in the problem. This is one important
reason why increasing reliance should be placed npon international
agencies,

The underdeveloped countries alimost all have high birth rates and,
in the absence of famine, epidemic, and civil disturbances, their popu-
lations grow rapidly. This is unquestionably one of the most basic
problems involved in efforts of their governments to raise living
standards. There are, nevertheless, several reasons for csutious op-
timism. First, the major effects of an improvement in health are
likely to be a decline in mortality, with a consequent increase in the
proportion of the total population in the labor force, and considerable
increases in the efficiency of individual workers, Second, there .3 con-
siderable room for increased productivity in food production as a
result of improvement in technical methods. Third, declining death
rates may be followed by declining birth rates. Analysis of Western
experience shows that the birth rate tends to decline with improved
public health, education, and literacy, even in the absence of indus-
trialization or urbanization.

There is no reason to believe that the obstacles to development
cannct be gradeally overcome. The need for economic expansion
and diversification is recognized in most of the underdeveloped coun-
tries. Although plaps and programs for development have not
always been wisely drawn, many countries have shown an encouraging
awareness of the difficult problems involved, and an increasing willing-
ness to make the efforts necessary to their solution. Nationalism,
which is & most powerful force throughout the underdeveloped areas,
can itself be & constructive factor, invoking as it does the enthusiasm
of virtually all groups in the population but especially that of the
younger generation. This enthusiasm, if channeled by able leaders,
can be a major stimulus to the development process.

Although the greatest part of the effort and resources required for
development must be provided locally, the developed countries can
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nevertheless supply technical skills and specialized equipment and sup-
plies which are of critical importance. They can also supply capital
which, though marginal in relation to the total requirements in &
country, may be a substantial part of the resources that are available
for increasing capital equipment. The fact that grants or leans can-
not by themselves rapidly break down deeply rooted barriers to politi-
cal and economic progress only means that United States aid must
be channeled to those areas where effective use of this assistance
can be expected.,
C. Cuaractir oF DesmeaBre DEVELOPMENT

The potentialities and problems of the underdeveloped countries
snd the nature of our interest in their economic developm: .t indicate
+ae character of development programs that we should support. In
~ddition to increasing production directly for their own use, under-
dureioped countriss can also improve their economic position by in-
creasing production for export, thereby expanding their ability to
obtain goods from abroad. For countries with resources that can be
du-eloped to meet a profitable world market, this may be the most
efficient way of obtaining additional goods.

We cannot help them raise their living standards in a8 way that
has any permanent effect by direct subsidy of consumption. The
basic need is greater productive power. The main requirement, in
most cases, is for development which will improve agricuitural pro-
duction. Development along these lines must be balanced with ex-
panded facilities for industrial production, at the outset especially in
light industries producing consumers’ goods. Finally, public service
facilities such as transportation, cormmunications, power, irrigation,
education, and health need to be expanded.

The United States will have an increasing need for raw materials,
particularly minerals, as domestic resources are progressively ex-
hausted. We are net importers of many minerals and other primary
commodities which are vital to our national security and which are
produced predominantly in the underdeveloped areas. Since 1948,
under the authority of the Strategic and Critical Materials Stockpil-
ing Act of that year, we have been building up a national stockpile
of these materials for use in time of national emergency. Since the
heightened international tension which arcse with the invasion of
the Hepublic of Korea, it has become necessary to step up the rate of
stockpile procurement for at least some items. The expanded stock-
pile program calls for the purchase of materials valued at approxi-
mately 1.1 billion dollars in fisca] 1951. This program will reflect a
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rate of purchasing about three times higher than the actual procure-
ment rate in the first half o 1950,

The steckpiling program will impose great pressure on world sup-
plies of & number of strategic materials. Some commodities were not
available in sufficient quantities even before the expansion in the mili-
tary production program. When the materials requirements of the
new stockpiling program are added to the greatly expanded demand
of the current military production programs in the United States and
other North Atlantic Treaty countries, and to the high nonmilitary
demands, it is apparent that supplies of some commodities will be far
short of the quantities necessary to satisfy all demands. The require-
ments of collective security demand a more vigorous effort than has
yet been made to Lring about a rapid expansion in the output of these
materials. Thisisa vital part of a program of economic development.

The underdeveloped countries can also play an increased and profit-
able role as exporters of raw materials to Western Europe and Japan,
which in the long run cannot count upon purchasing so large a pro-
portion of their import needs from the United States as they were able
to purchase when they were receiving sid. The earnings from such
exports can be used by the underdeveloped areas to purchase manu-
factured products from the countries of Western Europe and from
Japan. A mutually satisfactory network of world trade is unlikely
to be reestablished until the underdeveloped areas, Western Europe,
and Japan become, on a much larger scale than at present, markets
and sources of supply for each other.

Since the beginning of the year, the foreign exchange position of
primary producers has been considerably bettered by the rise of their
export prices in relation to the prices they pay for imports and, in some
cases, by an expansion in the volume of exports. As a result, many
underdeveloped countries will be able to finance a larger part of their
development requirements out of their own earnings and will need to
rely less upon foreign capital. This is probably the case most con-
spicnously for Indonesia, Malaya, the coffee-producing countries of
Latin America, and other countries producing nonferrous metals.
However, some of this gain will be offset as rising industrial ﬁnces
raise the cost of imports. Moreover, it would be unrealistic to suppose
that all of the net foreign exchange gain could be set aside for invest-
ment in development. Finally, it cannot be assumed that the current
level of export prices will continue indefinitely.




D. FreMExTs of A PROGEAM FOR UNITED STATES ASSISTANCE

Private tnvestmeni

Traditionally, the important means of financing the net imports of
underdeveloped countries hes been foreign private investment. Dur-
ing the 3 years, 1947-49, the annual average of all net United States
foreign private investment, excluding reinvested current earnings of
forelgn subsidiaries, was 800 million dollars of which 734 million,
or 92 percent, consisted of direct investment. Purchases of
foreign dollar securities, excluding those of the International Bank,
have been negligible, and on a net basis American capital, in forms
other than direct investment, has returned to the United States. Of
the net direct investment 74 percent was in the petroleum industry,
including refining and distribution facilities, and was distributed
mainly among the few countries possessing exploitable petroleum re-
sources. Much of this consisted of reinvested foreign branch earn-
ings, rather than new capital raised in the United States. Apart from
investment in the petroleum industry, an annual average of only 128
million dollars went into the Latin American Republics, and only
98 million into other underdeveloped areas (see appendix, tables
18 and 18).

Private investment can be expected to play a major role in develop-
ing mineral resources and in developing certain aress, mainly in the
Western Hemisphere and possibly some parts of Africa. Private in-
vestment is the most desirable method of development and normally
carries with it the technological and administrative skills which are
an essentizl ingredient for effectiveness. The scope for private invest-
ment should be widened as far as possible, There should be a con-
stant reeveluation of the role which it can play, and the need for publie
investment correspondingly adjusted.

It must be recognized that there are now substantial obstacles to an
expansion of such investment. Present international tensions are a
controlling deterrent in these areas where an actual military threat
exists. In other areas the obstacles are largely due to actioms, or
expressed unfriendly attitudes of other governments toward foreign
capital, political instability, fear of government control, or expropria-
tion ; and economic difficulties, particularly those resulting in exchange
vestrictions. There is also an unwillingness on the part of United
States investors to engage in foreign investment, owing to past un-
favorable experience in some countries, and the high rates of return
available to capital in this country. Thus United States foreign in-
vestment has been almost altogether direct equity investment by
United States corporations with direct marketing or supply interests
in foreigm countries, and is likely to remain so for son.- time to come.
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A lack of adequate basic services—port facilities, roads, power facil-
ities, sanitation facilities, irrigation, etc.—is also a bar to many typesof
private industrial development. The need for improving such facili-
ties in the underdeveloped countries is enormous and they are usually
prerequisites to other investment. But construction of such facilities
is usually not attractive to private enterprise because, even though they
sre productive, they usually do not yield a direct financial return or
vield one only over a long period of time.

The United States Government ean and should take action to over-
come these obstacles. It should press the negotiation of investment
treaties, which can be important devices for formalizing and regular-
izing the status of the foreign investor. In addition, the pending pro-
posal to anthorize Government guarantees against the risks of non-
convertibility and expropriation is a worthwhile experiment. Fur-
ther, the provision of technical assistance, especially assistance of a
survey character, may reveal hitherto unknown resources and oppor-
tunities. The Government should treat foreign investments no less
favorably than domestic investment. Further study should be given
to the desirability and possibility of promoting private investment
through tax incentives, in areas where economic development will pro-
mote mutual interests, but where political uncertainty now handicaps
United States private investment.

There may be a field for private investmen* abroad in the form of
foreign dollar securities, since direct investment is sometimes not ac-
ceptable to the underdeveloped country because control rests with the
investor, and bond financing is sometimes the only or the most appro-
priate way of raising private capital. Private purchases of such secu-
rities have been very small, not only because of unstable political and
economic conditions abroad, but also because of the many defaults
which occurred on bonds issued in the 20°s Of the bonds issued by
countries in underdeveloped areas from 1920 to 1931, it is estimated
that 40 percent were issued by countries which did not default and
45 percent were issued by countries which defaulted on most of their
ontstanding issues, but which adjusted their debts and are servicing
the new bonds. Delay or failure of defaulting countries to offer satis-
factory adjustments, however, cast a shadow over the whole field. It
may be possible to take measures fo improve the American market for
sound foreign dollar securities. The possibilities of such action should
be studied.

The effective action that the Government can take unilaterally, how-
e rer,1s imited. The granting of blanket tax premiums on investment
abroad as compared with investment at home would be inequitable and
of uncertain effectiveness. The effects of treaties and of guaranties
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against nonconvertibility and expropriation in stimulating a ls.ge
flow of new foreign investment are also uncertain.

The prospect is that new petroleum investment over the next few
years will fall sharply, and that some inerease in the rate of mining
investment in foreign properties can be anticipated. It seems probs-
ble that total American private direct investment abroad in the next
few vears will not exceed the 1947-49 average and may fall substan-
tially short of this. Furthermore, only a few hundred million dollars,
at most, is likely to be invested in underdeveloped countries outside
the Western Hemisphere in properties uot related to oil. Taking into
account the known obstacles, and the uncertain effectiveness of the lim-
ited measures that can be taken to overcome them, it must be frankly
recognized that private investment cannot be expected to solve the
problem of financing development alone.

Public investment

If the external contribution to the financing of economic develop-
ment is to meet the requirements of United States foreign policy, public
funds will have to play a substantial role. The probable inadequacy
of the total volume of private foreign investment available for most
areas is not the only reason for this conclusion. Economic develop-
ment requires funds for the construction of facilities to provide basic
services which are ordinarily not attractive to private capital and
therefore in most cases must be financed by public funds. The provi-
sions of such facilities where they are now absent or inadequate may
be expected to increase opportunities for profitable investment abroad
of private capital in other types of enterprises. Public investment
is also needed to assist in financing the expansion of strategic raw
material production.

An effective foreign policy must thus have at its command adequate
tands available for public capital assistance in the underdeveloped
areas. Since economic development, soundly planned, should in most
cases increase Government receipts as a resulf of its effects on real in-
come over 2 period of years, its financing can generally take the form
of loans rather than grants. Exceptions must be made where pro-
spective improvements in productivity will still leave total production
far short of basic needs. |

The annual dollar amount of needed foreign lending by the United
States is not large in comparison with our grant programs of recent
vears, but it is of major significance for the underdeveloped areas.
Tt should be viewed as the principal Governmental instrument for
providing capital assistance to the underdeveloped areas in the future,
and one which will yield ¢ direct future vetwrn. The servicing of
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development loans will generally not cause trouble in the future if we
achieve the goal of an expanding free world economy, and the reason-
able flow of such investment that this expanding economy requires.

The two main public institutions for providing dollar loans to un-
derdeveloped countries are the Iniernational Bank for Reconstruction
and Development, an international institution of which 49 nations
are members, and the Export-Import Bank, which.is an agency of the
United States Government. In the fiscal year 1950, new credits of
462 million dollsrs to countries in underdeveloped areas were author-
ized by the two banks, 134 million dollars by the International Bank,
and 328 million dollars by the Export-Import Bank. A total of 184
mitlion dellars in loans was disbursed to these countries and 40 million
dollars was received from them in repayments, so that there was a net
capital outflow to these countries of 144 million dollars., Of this net
lending the International Bank accounted for 70 million dollars, and
the Export-Import Bank for 74 million dollars. In addition, ECA
has made loans to European countries, many of which have benefited
their dependent overseas ferritories (see appendix, tables 20 and 21).

This volume of operations has not been adequate to meet the basic
requirements for development, as both banks recognize. Sound public
investment requires both reasonable prospects for the payment of in-
terest out of the receiving country’s future foreign exchange earnings
on current account, and soundly planned purposes for spending the
money. 'These factors, rather than limitations of the resources avail-
able to the lending agencies, have been the main :ostrictions on the
scope of public investment activities so far in the postwar period,
Where adequate technical and economic justifications for loan reguests
are not insisted upon, the results will usually be unsatisfactory. With-
out careful economic analysis of a country’s economy, funds may be
dissipated on projects which are desired for purposes of political pres-
tige, but which are not well snited for a country’s resources and needs.
Furthermore, the egecution of projects may be unsatisfactory owing to
inadequate technical ability.

Economic and technical assistance is thus in most cases an essential
element of a sound development program and therefore of a sound
lending program. This is true, not only in the detailed loan applica-
tions for specific projects, but also in the execution of these projects
and in the broader field of coordinating the various elements in a na-
tion’s development planning. In the present werld situation, we
should give positive assistance in the formulation of development
plans. Evensuch assistance, implemented by lending activity, is likely
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to misfire unless standards of performance, jointly agreed upon, are
alsoset up. The soundness of a loan program for a particular country
can genersily not be established exzcept in the total context of that
country’s economic position.

If basic development requirements are to be met, it will be necessary
for the development financing institutions to push sound development
programs aggressively, coordinate their activities, and expand the
volume of their lending operations. In the next few years, the two
banks should seek an apnual net flow of investment funds in the range
of 600 to 800 million doliars a year.

It has been the stated policy of the United States Governmeat to
place main reliance for the provision of public develepment loans upon
the International Bank, which was created after the war for that puar-
pose. For reasons which are more fully explained in a later section
of this Report, i{ is essential to the success of development assistance
that it be provided mainly through international institutions. This
means that we should continue to regard the International Bank as the
primary public institution for extending development loans.

The lending operations of the Internaticnal Bank have been limited
in the first few years of its operations. This has resulted partly from
the slowness of member countries to realize the need for preparing
economically sound development programs and properly engineered
specific projects. Also, poor prospects for their dollar balances of
payments and, in some cases, the prevalence of undesirable fiscal and
monetary practices have cast doubt on the credit worthiness of loan
applicants. The Bank authorized new credits of 134 million dollars
to countries in underdeveloped areas in the vear ended June 30, 1950,
In order to expand the basis for sound operations, it has recently
undertaken to provide broad technical assistance and advice, which
includes examining the size, composition, and economic implications
of a borrowing country’s investment program as a whole, as well as
the details of selected projects. This is one of several important steps
in the right direction. If these steps are accompanied by reasonable
prospects for the world flow of dellars, the credit worthiness of poten-
tial borrowers would be increased and it would be reasonable to un-
ticipate an annual volume of dollar loan disbursements by the Bank
of 400 million dollars L perhaps somewkat more, net of principal
repayments.

Even though the postwar rise of prices has cut down the purchasing
power of the International Bank’s capital far below what was origi-
nally intended, for the present the International Bank’s borrowing
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capacity is not & lmiting fector. The marketability of its bonds is
well established. With an expansion of iis operations, the time will
come when an increase in its borrowing capacity will have to be con-
sidered, but this is s problem for the future.

While primsary relisnce for public development loans shomld be
placed upon the Intexnational Bank, it is clear that this Bank cannot
bear the whole burden of extending the loans needed for a sufficient
development program. The Exg;@rtmimpe:m; Bank must continue to
play ap impertant role. It is increasingly important that mesns be
found for a more effective coordinaiion of the operations of the two
institutions on which 2 public lending program now depends. Lack
of coordinstion among agencies assisting developments in s given
country can lead to serious wasie of resources, and the velation be-
tween ths two banks is one important aspect of the problem. Without
coordination, the projects they finance may net fit into consistent gen-
eral development programs. The conditions on which they make
funds available may also differ and the presence of a second potential
lender may make it difficult for the other to secure complisnce with
the conditions and policies it lays down to make its loans effective,

Ewven if the International Bank plays the primary role in develop-

ment lending, there is scope for annual net lending by the Export-
Import Bank in the range of possibly 200 to 400 million dollars a
year. As of October 31, 1950, its uncommitted lending authority was
506 million dollars, of which 300-400 million dollars is properly
viewed as a contingeney reserve for emergency loans. Economic de-
velopment cannot be soundly planned from year to year; develop-
ment programs must be framed on a long term basis. Although funds
should not be placed at the disposal of borrowers long before they are
needed, borrowing countries must have a reasonabvle degree of assur-

ance that if they pursue sound policies additional aaplial required.

for the further progress of the program will be available. Indeed, the
ability to provide further funds is one of the major instruments for
obtaining sound periormance on the part of the borrower, For that
reason, d@?@%&pment financing institutions should have funds avail-
sble to support development loans for at least five years shead. Inthe
case of the Export-Import Bank, this means that approval of Con-
gress should be sought for en sxpapsion of lending aunthority by sbout
1.5 billion dollars, from the present 3.5 to 5 billion doilars,

Grants for development and fechnical assistance

While the msjor instruments for the external financing of develop-
ment on 2 continuing basis shonld be private and public investment,

¥
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for the next few years there is also a need for public graats for de-
velopment. In contrast to the lsrge-scale grants required to sssist
* in the recovery and rearmament of Europe, the size of grant aid needed
 to support development is limited. In emergency situations related
' to military action, as in Xores, the United States may have to bear &
major share of the United Nations’ burden of providing for minimum
consumption and rehabilitation needs. As a general matter, however,
grants to underdeveloped areas should be confined to the moderate
amounts needed to finance necessary increases in productivity which
the particular underdeveloped country cannot finance through loans
without dangerously retarding its development.

While a country’s ability to repay depends upon its foriegn ex-
chang~ position, this in turn depends upon the extent to which it makes

resotcces available for export or for producing goods which it formerly wik

imported. Resources so used to repay loans are, of course, not avail-
able for building up domestic capital equipment. In some cases, they
may ccenstitute z significant portion of its net capital investment.
Thus, a basic question for the United States in deciding whether to
extend grants instead of loans is whether the need to repay external
capital assistance would slow up a country’s development below a rate
which the common interests of the free nations require. In general,
this decision must be made in the light of a comprehensive assessment
of the country’s resources and urgent needs. Such an assessment was
the basis for deciding whether to provide loans or grants in the case of
aid to the Western European countries under the ERP; the basic prin-
ciple is the same in the case of the underdeveloped countries, though
its application may be made difficuit, _' |

The extension of aid in the form of grants instead of loans may
increase productivity in a recipient country by considerably more than
would result merely from the smount of capital involved in repayment.
If active steps are to be taken to attack the basic problems of the under-
developed countries, then limited grants, extended on condition that
they are effectively used, may be a spur to the governments and peoples
concerned to take these steps. Grant aid of this character is an instru- -
ment of great usefulness to our foreign economic and political policy
toward underdeveloped areas, especially in connection with basie agri-
cultural problems in southern and eastern Asia.

The whole fieid of grants for development purposes is one for experi-
mentation. There may be room, for example, for assistance that is
contingent upon matching of funds by the government concerned.
Previous ECA experience in China and now in paris of southeast Asis
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should provide bases for the determination of suitable program pat-
terns. In all cases, the aim must be twofold : to make the maximum

contribution to mutual security and to provide at least the initial basis

for a long-term program in the field of smali-scale agriculture.

As indicated above, technical assistance is a necessary basis or sup-
plement for effective public capital assistance. It has a role, however,
which is broader than this. The great need is to enable under-
developed areas to use their own large resources more effectively by
the introduction of 1mprove& techniques and know-how.

Economic &eve}epment in many countries must begin with ele-
mentary steps to improve primitive production methods, health facili-
' ties, education and research, and similar activities. Such a process -
of improvement vequires some investment, frequently in items of &
rudimentary nature. Yet technical advice by itself will frequently
not generate the necessary steps to make the advice effective. In some
cases, even the very limited amounts of capital required may not be
internally available, and a combination of capital and technical assist-
anee may be needed to initiate the process ¢f raising productivity and
thereby to lay the basis for subsequent development through a sound
lending program.

The range of technical assistance programs in which the Umted

States participates in some fashion is extraordinarily wide. The In- i

ternational Bank and, to a lesser degree, the Export-Import Bank
provide economic-technical missions which consult with and advise
prospective borrowers as to economic development needs. The ECA
in its southeast Asia program performs technical assistance functions,
and the Institute of Inter-American Affairs operates in Latin Ameriea.
Eight United States agencies have been providing technical assistance
to the Philippine Republic alone under the Philippine Kehabilitation
Aect. While the Government’s direct fechnical assistance to under-
developed areas is being expanded as part of the Point Four Program,
the United Nations and its specialized agencies alsoc expect to expand

their technical assistance activities as a result of the impetus given

by the Point Four Program. In the Near East, the United Nations
Relief and Work Agency for Palestine Refugees is in part a technical

assistance undertaking. Ad hoc missions from the United States and
from international agencies like the International Monetary Fund
fall into the technical assistance category. Outside the immediate

purview of the Government are a variety of privately financed tech-

nical assistance activities,

The diversity of these activities raises doubts regarding their co-
¢>dination and effectiveness. There are many cases where technical
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‘assistance by itself can be of grest importance. In achieving the
objectives set forth in this Report, however, technical assistance can be
most productive only wh > used as an adjunct to or implemented by
programs supplying capital funds. This is partly because it is only
in limited areas that significant progress can be achieved without
capital of some sort, even if only simple items of equipment. Mainly,
it arises from the internal political and psychological context in which
most technical assistance operations take place—the limited likelihood
of an adequate follow-through unless the incentive of at least marginal
financing assistance is available. Especially in view of the shortage
of competent personnel, it is important that the United States’ efforts
at technical assistance be largely integrated into the administration of
other programs for underdeveloped areas and that they be directed to
problems reflecting United States interest.

The Government has adopted a policy of approving and initiating
only those technical assistance projects which are requested by the
foreign government and in connection with which that government
will make appropriate contributions and provide cooperative effort.
All projects carried out in a given country are necessarily based upon
agreements negotiated with its government. In most cases, a general
agreement will be negotiated setting forth broad conditions govern-
ing program relationships between the United States and the recipi-
ent country in which projects may be undertaken. In addition, specific
agreements will be negotiated covering each project. These policies
are indispensable to secure effective operation and should be foliowed
equally in connection with other aspects of development assistance.

The amounts of money that the United States should provide for
capital assistance in the form of grants and for technical assistance
cannot be estimated with confidence at this time, mainly because the
extent and probable cost of needed, feasible, and effective programs
have not yet been determined, and because the portion of the burden
which the underdeveloped countries themselves can shoulder is diffi-
cult to estimate in view of uncertainties regarding their future foreign
exchange positions. Present indications, however, are that the
amount is limited—perhaps up to 500 million dellars a year for several
years, apart from emergency requirements arising from military aec-
tion, compsred with present funds of about 150 million dollars for
these purposes. As progress is made the need for capital grants
should taper off, although the provision of technical assistance in con-
necticn with lending programs and on more general matters should
be viewed as a confinuing program. In present circumstances, with-
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out such a combined program, technical assistance in many fields is
Iikely to be of limited effectiveness.

Developmend financing policies

(8) Tying of foreign loans. In some cases, United States loans
have been “tied” to United States exports; i. e., the borrowers have
been reqmmd by administrative decision or by statute, to spend the
proceeds in the United States. So faras deveiopment loans are con-
cerned, it has not up to now made much difference whether they were
tied or not, both because the total volume of development ioans was
small and because the goods which the borrowers wanted were not
readily available outsxde the United States, or were available in for-
eign countries only at higher prices than in the United States. As
the urgent need for public financing of sound development projects
is recognized, however, and the volume of loans increases, the question
will assume increased practical importance.

It should be our general policy to extend loans without “tying”
restrictions. If such funds are not tied, underdeveloped ccuntries
will be able to buy loan-financed goods wherever they are cheapest.
This freedom will afford an opportunity for Western Europe and
Japan to expand export sales and doliar earnings if they are suffi-
ciently competitive with other sources of supply. In the period of
intensive rearmament, this may reduce Western Europe’s and Japan’s
need for aid from us, ease the inflationary strain of exports on our
economy, and help integrate into the pattern of the free world econ-
omy those industrial countries that can supply goods to the under-
developed countries.

Over the longer run, when aid to Furope has cessed and the strain
of defense on economic resources is reduced, a generalized policy of
untied loans will not tend, as some suppose, to reduce United States
exporis below what they would be under z tying policy. Our total
volume of exports will be determined largely by the value of our
imports, private and public investment abroad, and any other financial
assistance we provide, subject to the accumulation of reserves by
some countries. The main effect of “untying” would be to shift the
destination, and therefore the composition of some of our exports.
If loans are tied, the United States exports which they finance will
be those desired by the underdeveloped countries, which are largely
capital goods. Ifthey are not tied, these countries could and probably
would use a part of the dollars made available in purchasing goods
from the Western European countries and Japan. As a result of
having more dollars, Western Eurepe and Japan would be able to buy
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more-from us than they otherwise could. The main effects would
probably be upon our exports to them of machinery, cotton, tobacco,
and perhaps wheat. Tlis difference in the composition of exports,
as compared to their composition if loans are tied, would be desirable
since it would tend to support demand for United States products
likely to be most readily available here. At the same time some of
these products are likely to be in shortest supply in the other industrial
countries.

A generalized policy of not tying loans is also required by our policy -
of promoting nondiscrimination in world trade. This policy calls
for the purchase of goods where they are cheapest, irrespective of the
source of the funds used to purchase them. The practice of tying is
inconsistent with the peed to achieve optimum use of the rescurces
of the free world and with our objective of a multilateral, nondis-
criminatory international trading system. The country that isina
position to supply capital may not be the country that is in the best
position to supply the desired capital goods or to supply them most
cheaply.

The compelling reasons for not tying loans apply alse in many cases
to United States Government grants. ‘The Congress recognized this
principle in the Mutual Defense Assistance Act, which provides that
military assistance may be furnished by the procurement and transfer
to eligible nations of equipment, materials, and services from any
source.

(b) Financing of local empenditures. Most, if not all, develop-
ment projects involve substantial expenditure inside the borrowing
country as well as abroad. They may, therefore, divert labor and
materials sway from production for export and away from production
for domestic consumption, requiring increased imports if consumption
levels are to be maintained. In both ways, these local expenditures
increase the need for foreign exchange. These indirect effects upon
the balance of payments may be accentuated by the secondary effects
of such local expenditure in raising domestic incornes. Thus, the pro-
portion of d:rect development expendiiures that is incurred in foreign
currencies does not indicate what proportion requires foreign fi-
nancing.

For that reason, new loans should not necessarily be limited to the
direct foreign costs of new development projects. Such a limitation
would be desirable only if it caused the developing country to find
ways of increasing the utilization of its existing resources or of in-
creasing the amount it saves out of a given income, but in many under-




developed countries the scope for such increases is imited. The Inter-
naticnal Bank, recognizing this fact, is permitting a selective financing
of local currency costs, and the Export-Import Bank also permits the
use of its funds for such purposes in appropriate cases. The same
principle should be applied to grants extended for development
purposes.

In connection with raw material procurement in particular, a failure
to allow for such costs may unduly delay the accomplishment of
United States objectives, owing to the inability of some of the foreign
countries concerned to finance the local costs or to bear unaided the
indirect foreign exchange drain which they cause. These indirect costs
provide another illustration of the need to administer development
assistance in the light of the economic position of the foreign country
as a whole, rather than merely in that of the particular project being
financed. '

Summary of program elemenis

The acceleration of the development process in underdeveloped areas
obviously is a more complicated and long-range process than that in-
volved in expediting recovery in well-developed countries. The wide
variation in local economic, political, and social conditions requires a
diversity in methods and approach, and ingenuity and flexibility
of administration. Thus each type of stimulus—private investment,
international lending, United States Government loans, technical as-
sistance, and grants—has a significant and necessary role to play, al-
though this role will vary according to individual country require-
ments and capabilities. And to be effective, all of these elements must
be backed up by effective political and informational policies, and must
be able to operate in an environment secure against threats of ag-
gression.

In terms of total funds available, the discussion in this Report
contemplates that in the next few years perhaps 500 to 800 million
dollars of private capital will be available per year for foreign invest-
ment, although this is likely to be largely limited to a few countries
and types of investment; that dollar loans will be forthcoming from

the International Bank and the Export-Import Bank in the range of .

600 to 800 million dollars, of which half or more will be supplied by
the International Bank from szources other than the United States
Treasury ; and that up to about 500 million dollars will be made avail-
able by the United States Government for a combined program of
grants for development and technical assistance. In addition, other
conntries can be expected to contribute through international agencies
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to development activities, and a considerable volume of invesiment
will continue to be made by Western Eurcpean countries, largely in
dependencies.

The provision of funds for assistance in development is obvicusly
not sufficient ; the necessary capital goods and technical personnel must
also be available. YWhile other countries can supply some of the goods
required and, in the case of mu’ilateral programs, some of the per-
sonnel, it is clear that a substantial portion must be available from the
United States.

The resources which this country can make available for develop-
ment are limited by other pressing demands on its resources. Thus
we must balance the priorities of need in this field with priorities else-
where, in the light of our total resources and commitments. In this
balancing process, an understanding is essential of the importance, to
curselves and to the free world as a whole, of continuing and acceler-
ating progress in the underdeveloped areas which contain a major
part of the world’s population and natural resources. The general
range of magnitudes indicated in this Report is suggested as necessary
to achieve substantial progress and at the same time to be within a
proper allocation of our own resources.

914284500t




V. Commercial and Financial Policy

The reduction of customs barriers and the freeing of world trade
from the shackles of currency and quantitative trade restrictions are
important objectives of United States economic policy. These cb-
jectives have been dictated not oniy by our own econemic interests,
but also by the firm conviction that the creation of healthy economic
conditions and the development of strong and self-supporting econo-
mies in the nations of the free world depend to an important degree
upon the existence of freely competitive markets in internationsl com-
merce and the achievement of an effectively functioning, multilateral
system of international trade and payments. Stated another way,
this is a system of international trade competition in which trade is
free of quotas, exchange controls and diserimination, and in which
tarifis have been substantially reduced from present levels.

If an all-out mobilization effort were undertsken, normal trade
among the democratic countries would necsssarily have to give way
to over-all systems of export and import controls and the joint al-
location of scarce commodities and shipping. Short of such an effort,
however, a substantial volume of trade and production will still be
conducted in normal peacetime channels. The development of an
economical pattern of trade is essential to the efficient utilization of
the resources. Such a pattern of trade cannot exist where a substantial
proportion of the world’s commerce is directed into artificial channels
by means of discriminatory arrangements employed as a means of
promoting commercial advantage or necessitated by the absence of an
adequate system of international payments.

The reappearance of commodity and transportation shortages re-
sulting from the expansion of defense production will inevitably
involve the need for some additional import and export controls on
scarce commodities. A rapid bidding up of world prices with the bulk
of the scarce supplies going to the highest bidder is likely to prove
harmful to the common defense effort aud to the economic welfare of
large groups of peoples. On the other hand, there is a real danger
that the defense effort will lead many countries to impose unnecessary
barriers on their trade. Such a development would be harmful both
to the immediate objective of mobilizing resources for common de-
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fense and economic welfare, and to our long-range objective of achiey-
ing the highest possible degree of freedom in the commercial and
financial relationships smong the nations of the world. It is now
even more essential that the resources of the non-Communist world be
emploved as efficiently as possible and that protective and autarchical
practices which serve only the narrow interests of specialized groups
be sbandoned. It is therefore necessary that the United States con-
tinue to press for trade liberalization and tariff reduction through the
machinery of the General Agreement on Tariffs and Trade and, when
the charter has been ratified, through the International Trade
Organization.

The successful reestablishment and maintenance of a system of
multilateral trade and payments depend in substantial measure upon
the volume of dollars which becomes available to the rest of the world
through United States imports and foreign investmeni. Because of
the strategic position of the dollar as a medium of international settle-
ments and international currency reserve, a large and expanding flow
of dollars is an essential element of an international envircnment
favorable to worldwide multilateral trade. The most important
source of dollars for the rest of the world is our 1mports of goods and
services. United States domestic and commercial policies must be
regarded therefore as among the most important factors in determining
the volume and character of peacetime world trade.

We need a high level of imports, not only for the achievement of
America’s foreign economic objectives and the carrying out of our
international respensibilities, but for cur own economic welfare as
well, This Nation has nothing to fear and much to gain from liberal
trade import policies. While this 1s true under normal circumstances,
it is especially true at the present time, when we need to angment our
already strained sources of supply by importing the goods and services
of other nations.

A. U, S. Imroer axp Doxmstic Poricies

The need for expanded tmporis

The failure of United States imports of goods and services to keep
in step with the growth of our national cutput has seriously aggra-
vated many of the international economic difficulties that have beset
the world in recent years. Although the physical volume of United
States output increased 69 percent from 1929 to 1949, the quantity
of merchandise imports increased only 4 percent. The quantity of im-
ports of finished manufactured goods was actually less in 1949 than in
any of the years 1926 to 1930, and less than in the years 1936 and 1937,



despite the great expansion in United States output. Although the
value of United States imports rose by 60 percent from 1945 to 1949,
this rise was largely the reflection of price increases. In quantity,
Dnited States imports had increased only 12 percent since the end of
the war {see appendix, table 22}.

The raain reasons for the failure of imports to expand more rapidly
since the war are fairly clear. Wartime destruction and postwar
political snd economic disorganization abroad have in many cases
reduced foreign supplies available for export to the United States.
New substitute products such as nylon have taken over markets for-
merly served by imports. Domestic capacity was greatly enlarged
during the war to produce goods formerly imported, and much of this
capacity remains in operation. Finally, foreign businessmen have
lacked incentive to sell in the American market since they are fre-
guently able to obtain higher prices with less selling effort in soft
currency markets or at T.ome. '

Prior to the Korean crisis and the decision to accelerate rearma-
ment, it was apparent that sound and lasting solutions of many of the
economic problems of the free world were unattainable without a sub-
stantial increase of United States purchases from abroad. It now ap-
pears that rearmament in the United States will lead to sizeable in-
creases in imports, particularly of raw materials, and thus will in-
crease the dollar earnings of other countries. On the other hand, al-
though rising prices for raw materials will greatly benefit certain ex-
porting countries, other countries, heavily dependent on imports from
the Uuited States, will be adversely affected by an increase in our own
export prices. The real value of current foreign gold output and of -
gold and dollar reserves will decline. Furthermore, rearmament in
Western Furope will have the effect of increasing import requirements
and of diverting resources away from production for export. While
it is virtually certain that the aggregate dollar earnings of the rest of
the world will rise, foreign dcilar requirements will also rise, and the
net dollar positions of a number of countries may be adversely affected
by the new trend of developments.

Although United States imports will increase under the impact of
rearmament, our need for imports will increase even more rapidly.
The outlook for the immediate years ahead is one of labor and mate-
rials shortages, eut-backs in nonmilitary production, and a persistent
upward pressure on prices. Increased imports may alleviate some of
these shortages and help to keep inflationary pressures in check. Nor
is it necessary at this stage, when nearly all industries find buyers clam-
oring for their products, to maintain high import barriers in order to
safeguard the position of import-competing industries. -




There is & need to reduce import barriers not only to augment our
already strained sources of supply but, by increasing the possibility
of dollsr earnings by Western European countries, to limit their re-
guirements for economic assistance from the United States in support
of their own enlarged military programs. It should be noted that
American import barriers by no means constitute the only cbstacle to
the expansion of United States imports. In some cases, our import
resirictions may be less of an obstruction than the absence of an eco-
nomic environment in other countries which will encourage their busi-
pesstmen to direct their energies to the expansion of dollar sales.

Under circumstances in which the aggregate capacity of the free na-
tions is inadequate to meet all the demands placed upon it, 2 reduction
in United States import barriers will facilitate closer economic inte-
gration between the United States and its allies and encourage the
most efficient use of the productive resources of the free world. Pres-
ent circumstances also offer the possibility of moving toward reduc-
tion of import barriers with minimum disturbance and distress fo
American agriculture, business, and laber. In so doing, a contribution
can be made both toward the solution of current difficuities and toward
the eventual establishment of an efficient international trading system.

Tartff policy

The cornerstone of United States tariff policy since 1934 has been
the reciprocal trade agreements program, under which the United
States has negotiated, on a reciprocal basis, extensive reduction in
United States import duties. In addition, the protective effect of
some duties has been diminished by the increase in the United States
price level. Despite these reductions, however, many United States
imports are still subject to rates of duty of 25 percent or more and, in
some cases, to duties of ever 100 percent {see appendix, table 23).

Under present legislation, which expires on June 12, 1951, the Presi-

dent is given authority to lower duties on particular products by 50
percent from the rates existing on January 1,1945. Intheagreements

reached since 1945 but prior to the Annecy negotiations, the full 50
percent reduction was made on products accounting for 17 percent of -
our 1947 imports, while reductions of from one to 49 percent were made
on 40 percent of our imports and no reductions were made on 43 per-
cent. Further use of this authority was made at the Annecy Confer-
ence, and additional reductions are expected to be negotiated at the
conference in Torquay, England, which began in September 1950.
The trade agreements program has in general been administered
with prudence, good judgment, and, at the same time, with s strong
sense of purpose. The organizational arrangements are designed to
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assure that all velid interests are given full consideration, and that the
skilis and judgment available in the various agencies of Government
are brought to bear on the formulation of policies. The administrative
machinery has been refined and improved over the 16-year history

~of the program. It is important to the success of this program that
this process continue, that greater expedition be achieved in handling
certain of its aspects, and that continuing efforts be made {o see that
the obligations mutually undertaken are carried out. This program
is admirably designed to continue to serve as the vehicle for the long-
run tariff policy of the United States.

The multilateral negotiations this year at Torquay offer the first
opportunity since the trade agreements program was instituted to scale
down United States tariffs on those classes of goods of which Germany
is the principal supplier. While the decision to invite Germany to
Torquay was a vise one, the unwillingness of some participants to
consent to the inclusion of Japan can only be regretted. If Western
Germany and Japan are to be integrated politically and economically
with the free world, which mutual security requires, they must be given
an opportunity to support themselves through trade with free na-
tions. The Torquay negotiations will also offer an opportunity forthe
scaling down of Cuba’s tanﬁ preferences in favor of the United States;
the substantial reduction of these preferences would greatly improve
the ability of European countries to earn dollars through sales to
Cuba.

The expiration of the Trade Agreements Act on June 12, 1951, should
be taken as the occasion for a considerable extension and strengthening
of this basie legislation. In the various enactments since 1934 the
authority has been granteri four times for 3 years, twice for 2 years,
and once for 1 year. In view of the fact that the planning, prepara-
tion, and execution of multilateral tariff negotiations is a long process,
and that the policies and procedures of the trade agreements program
are by now firmly established and well understood, an extension for
4 years would greatly increase the effectiveness and stability of our
fundamental tariff policy while preserving the important safeguard
of periodic Congressional review. A study should be made of the
amount of tariff reduction authority remaining under the existing 50-
percent limit. If additional authority is needed to carry out an effec-
tive program, it should be granted at the time the act is renewed.

Procedures under the trade agreements program, however, are not
designed to cope with the kind of emergency situation represented by
the current rapid increase in military expenditures, with its attendant
inflationary pressures, materials shortages, and peed for expanded



supplies from all sources. What is reguired is temporary emergency
legisiation to make possible guick and unilateral reductions in specific
tariff rates on commodities which are scarcs and when conditions of
inflationary pressure exist. Authority might be granted to the Presi-
dent for a limited period of time to reduce or eliminate any rate of
duty on these grounds, provided that such action would not cause
serious injury to any Armerican industry or economic group. Alterna-

tively, the grant of authority for temporary reduction might be made - |

for an indefinite period, with the proviso that it could be withdrawn
at any time by joint resolution of the two houses of Congress, There
are other possible formulas that could achieve the desired end and that
deserve consideration. Congress should be requested to provide the
necessary emergency authority at the earliest opportunity.

Custems and inspection procedures -
The view is widely held, both here and abroad, that the laws and
administrative procedures connected with the admission of imports
into the United States are more onercus and restrictive than the cus-
toms duties themselves. While some of the instances cited to support
this claim have proved on investigation to be either exaggerated or
erroneous, there is little question thst these laws and regulations do
in fact constitute a major impediment to United States imports. Al-

though some of these barriers have arisen inadvertently as old laws

have become obsolete in the light of present circumstances, others were
consciously designed to obstruct imports by involving them in a maze
of cumbersome technicalities.

The importer who tries to bring foreign goods into the United
States confronts many obstacles, of which only a few are mentioned
here. First,he may become involved in classification troubles. There
are several thousand headings in the American tariff legislation, under
some one of which each imported product must be classified in order
o ascertain the applicable rate of duty. Sometimes the tariff classi-
fications are simply capricious or arbitrary. Thus imported cotton
carpets of a certain type are liable to a 10-percent duty, unless they
are fringed at the ends, in which case they become liable to a 45-percent
duty. Not only is the importer frequently uncertain as to how much
duty he will have to pay on his goods until they are actually entered
at 2 United States port, but sometimes the classification is changed
and in addition duty assessed effer he has sold the goods in the
United States market. The same goods may receive one classification
at one port of entry and another classification at another port of entry.

Second, the importer must endure the hazards of valuation or ap-
praisement. To assess an ad valorem duty, it is necessary to place
a value on the goods. This value is not, as is sometimes assumed, the

v
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' actual price which the importer paid for the goods, but is computed

" under a compleated formula. Valuation of a product may take sev-

 eral years and may necessitate an extensive foreign field investigation
by customs officers of transsctions between parties unknown either to
the importer or to his foreign supplier. |
' Third, the law not only requires that most imported goods be clearly
marked to indicate the country of origin, but also lays down = number
of particularly onerous special marking requirerents applicable to
particular goods. If they are not properly marked when they enter
at, the customhouse, they may not be remarked, but must be disposed
of by exportation or destruction.

Fowrth, the importer must surmount s further series of hurdies com-
prising the federsl guarantine, inspection, labeling, grade, standards,
and related requirements. These laws and regulations are properly
not regarded as objectionable import barriers, since most of them sre
designed to guard against the importation of harmful pesis, of plant
and anims] diseases, of impure foods, drugs, and cosmetics, and of
goods so Jabeled or packed as to work & deception on American con-
sumers. Moreover, these regulations are generally applied to both
imports and domestic production on the basis of the same eriteria,
and the sdm.nistrative agencies usually resist efforts to convert theas
regulations into devices for deliberste import restriction. In some
cases, however—usually inadvertently but sometimes by design—these
laws and regulations appear o operate te restrict imports more
soverely than is necessary to realizs the proper purposes of these
programs.

Passage by Congress of H. R. 8304, the propesed Customs Simphi-
fication Act of 1950, would go a long way toward correcting several
of the more burdensome features of present-dzy customs procedurs.
This bill, prepared by the Treasury Department after long study,
would greatly simplify valuation procedures; it would repeal the
various special marking requirements, but not the general country-
of-origin requirement spplicable to all imported articles; snd in
many other ways it would reduce or eliminate indirect barriers te
imports, simplify and expedite customs procedurs, and reduce its cost.
This bill should promptly become law.

The major legislative problem left untouched by the Customs Sim-
plifieation Bill is the problem of tariff elassification. So long as
the present outmoded and unwieldly classification system remains,
customs officers must continue arbitrarily to assign produects to cate-
gories which were defined before the products were invented, thus
giving rise to long and costly litigation and attendant uncertainty.
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However, while the need for 2 modern and simplified system is obvious, - E

there are so many difficult technical problems connected with such
2 project that s detailed study should be made of these problems.
before & comprehensive reclassification is undertaken. The Tarifl
Commission should be directed to prepare a study, in collaboration

with the other agencies involved, of the feasibility and desirsbility - #
of a general reclassification, and if the project is found to be both -
feasible and desirable, to make recommendations concerning the
proper legislative and organizational arrangements for such a reclas- |

sification. |
Many of the luws in this area sllow a high degree of administrative

discretion. Accordingly, there is a wide latitude for eliminating
unnecessary barriers by imoprovement in administrative attitudes and
procedures. Some of the agencies involved have demonstrated since =

the war a growing awarenesss of these problems, and a willingness

to correct unduly burdensome procedures and policies. The Treas- :
ury and the Customs Bureau particularly have taken important and

productive steps in this direction.

Much, however, remains to be done. Every reasonable step should o

be taken to minimize delay in inspecting, testing, and analyzing goods. Il
Technical standards should be constantly reexamined to assure that
they are really no more rigid and perfectionist than is required by

the primary necessity of safeguarding the domestic health and wel- =

fare. Procedural requirements should be studied to make certain
that they have 1ot been drafted solely with the trade practices and
other circumstances of domestic producers in mind, with the result
that foreign sellers find it both wifficult and expensive to comply
with them.

Every efiort should be made to disseminate detailed informatioxg_ :
concerning procedures and standards upon which foreign exporters .
can rely; to give binding rulings; and, in so far as possible, to. give

these rulings promptly and in advance of importation. Plans should
be pushed for the negotiation of international agreements establish-

ing uniform inspection standards and procedures, in order that United i
States inspectors may be able to rely at least in part on the findings
of inspectors in the country of origin. Exporting countries should
be urged to avail themselves of the opportunities cffered by P.L.402
(Smith-Mundt Aect) and other technical assistance legislation to ob- = °

tain the services of technical experts in the field of food, drug, and
sanitary regulations or to send their own officials to the United
States for training in this field. An excellent precedent for a broad
program of correcting misconceptions in the minds of field agents
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and inspectors was the recent action of the Secretary of the Treasury,
who assembled customs collectors and appraisers in order to explain
to them why the national interest required that we expand oppor-
tunities for foreign exporters to sell in the United States market.
Diserimination against imports in Government procurcment

The Federal statute books abound with legal requirements that Gov-
ernmental procurement agencies give preference in their purchasing
activities to goods produced in the United States—preference over
and above the automatic preference which is created by the United
States tariff laws. Thus the United States Government is put in the
embarrassing and inconsistent position of discriminating against for-
eign goods in its own purchssing activities while at the same time
urging an expansion and liberalization of international trade on a
nondiscriminatory basis. |

The basis of this discriminatory policy is the “Buy American” Act
of March 2, 1983, which provides that only materials produced or
mined in the United States, and only manufactured goods made in the
United States from United States materials, shall be seguired for pub-
lic use. This provision does not apply (1) if the goods are acquired
for use outside the United States, (2) if the materials are not available
in the United States in sufficient commereial quantities and of a satis-
factory quality, (3) if the cost is “unreasonable,” and (4) if the head of
the agency concerned determined in a particular case that the policy is
“Inconsistent with the public interest.”

The “unreasonable cost™ provision has been interpreied to mean that
domestic goods must be purchased unless the domestic price is more
than 25 percent higher than the foreign price, after payment of import-
duty. Generally, agency heads have been reluctant to make a finding
that preference for domestie procurement is “inconsistent with the pub-
lic-interest.” :

The “Buy American” restrictions agmiy generally to gll Federal
Government procerement, including procurement of strategic mate-
rials for stockpiling, as well as to purchasing by non-Federal Govern-
mental bodies, such as local housing authorities and state highway
bodies, which receive United States funds. They apply also to pur-
chases of raw and semifinished materials used by Government sup-
pliers in producing goods for Government account. In addition, they
also tend to discourage the purchase of imported goods by general
dealers and distributors; many such dealers prefer to handle products
which they can deliver both to private and Government contractors,
since it is troublesome 2nd expensive to segregate the imported goods
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which can be delivered only to the former. Finally, many siates and

local governments have followed the lead of the Federal Government
in giving preference to local suppliers.

The “Buy American” principle is not only in direct conflict with the
basic foreign economic policies of the United States, but it now
threstens seriousiv to increase the cost and hamper our efforts in
strengthening our military security, and slso to intensify inflationary
pressures in the United States. By denying to military procurement
officers and to Government contractors the right to buy goods where
they can be obtained most quickly and most cheaply, the “Buy Amez-
jcan” limitations will handicap the accelerated military production
program and increase its cost. They will also accentuate the short-
ages and inflationsry price pressures whick are sppesring in the United
States economy. In addition, the chances of fulfilling the greatly ex-
panded stockpiling program can only be diminished by the “Buy
American” restrictions on stockpile procurement. At a time when the
primary cbjective of domestic economic poiicy is to increase the supply
of goods available to the United States economy and to reduce demands
therefor, the “Buy American” principle works in precisely the opposite
direction.

For these reasons, the Congress should promptiy repeal the “Buy
American” Act of 1933 and subsequent legislation which extends and
tightens the “Buy American” principle. In the meantime, adminis-
trative action should be taken as permitted by legislation to minimize
harmful effects.

Agriculiural policy

A basic objective of United States agricultural policy is to improve
the economic position of the American farmer by increasing his real
income. Given this objective, agricultural policies tend ordinarily
to be formulated predeminantly within the framework of domestic
economic problems, circumstances, and considerations. Despite ifs
prweminently domestic orientation, however, our agricultural policy
has broad ramifications which make it in fact, if not by design, a
fundamental part of our foreign economic policy. By and large,
these aspects of our peacetime farm policy which bear most directly
ox: our foreign relations were not formulated with particular foreign
policy objectives in mind, but have, in the main, developed out of the
basic elements of our farm programs. It should not be surprising,
therefore, that there are important points of conflict between our farm
programs and our foreign economic policies.

The foreign policy implications of our agricultural programs are of
great importance because of the central position of the United States




in the internations! agricultural economy. In 1949 or 1948-50, Jor
axample, the United States supplied about 39 percent of the world’s
wheat exports, ebout 49 percent of the cotton exports, and 41 percent
of the tobaceo exports. Likewise, the United States took 28 percent
of the world's sugar exports and 21 percent of the wool exports. Thus
Dnited States agricaltural policy is a matter of vital concern to the rest
of the world, We should eontinue more vigorously tc seek to reach
both our domestic agricaltural and foreign objectives, in ways which
will achieve a closer compatibility between them.

A present keyutone of our sgricultural paliey is the price-support
program, under which the Federa]l Government maintains & fioor
under the prices of many farm producis, sither through direct public
purchases or through nonrecourse loans. In wartime or other emer-
gency circumstances when the demand for agricultural products is very
great relative to production capacity, price supports have served the
very useful purpose of minimizing farmers’ risks and thus encouraging
maximum produetion. The use of price supports during and imme-
diately after World War IT was a major factor in making possible the
encrmous increases in onr output of farm products, and in providing
supplies of food and Sber which saved many foreign countries from
extreme hardship.

At the other times, however, in the absence of inflationary pressures,
price supports have tended to maintain a level of farm prices which
tend to encourage 2 volume of production of many commodities in
excess of the amount saleable at the support price. Unless output is
rvestricted, a surplus is produced which cannot be sold in the market
2t the support price, and which must necessarily be acquired and held
by the Government. In this situation, Government stocks tend to
grow unless the market price rises above the support price, in which
case the Government is permitted by law to sell its holdings in the
market, or unless the Government is able to dispose of its stocks at
cut prices, plus certain other charges, for special uses which will not
compete with sales in the regular market.

When total stocks in relation to prospective production and require-
ments for a price-supported commodity reach the point at which, under
present legislation, it is no longer considered feasible to allow stocks
to increase further, controls become necessary. These controls take
the form of acreage allotments, marketing quotas, and marketing

wments or orders, restricting the amount which each producer is
allowed to sell. The purpose of these measures is to reduce the supply
of the commodity to the amount which can be sold in the market at the
support price, so that Government holdings need not increase further.




Given these basic components of our long-range farm policy, cer-
tain conseguences follow, which have a direct bearizig on our foreign
economic relations. Férsé, the increase in prices of some mxpcrtant
agmﬁui’“ﬁm exports, which often results from the provision of price
supporty, *uises the cost of vital imports to foreign countries and thus

tends to reducs their real incowes. This is one factor which has o

often }= oreign countries in self-defense to espand their own fre-
quent; ~ «efficient production of agricultural products, thus reducing
their roiance on Imports, and to encourage the use of substitutes for
imports, such as synthetic fibers instead of cotton. Both of these
reactions fend ultimately to reduce the foreign market for United
States agricultural exports and to involve a wasteful use of productive
resources. -

Secord, when price supports raise domestic prices above the world
prices, imports of internationally-traded commodities would begin to
flow into the United States in abnormally large volume unless special
messures were applied to coatrol imports. In the absence of such
measures, the United States Governiment would be supporting, not
only the domestie price, but the world price as well. Consequently,
the price-support program has led to the imposition of import quotas
and import licensing of a number of agricultural products. More-
over, in order to facilitate the liguidation of stocks of some commodi-
ties acquired through support operstions, absolute embargoes have
been applied to the importation of these products. Some, at least,
of these restrictions reduce imports below the levels which would pre-
vail in the absence both of domestic price supports and special import
controlg, which may impair the real income of the United States and
of foreign countries or increase their need for outside aid.

Third, in these cases in which the support program raises domestic
prices substantially above world prices, United States exports will
diminish or diszsppear at the same time as governmental stocks are
inecreasing. When this happens, a variety of pressures are brought
to bear to indues the Government to get rid of its surpluses abroad.
Sporadic subsidization of exports, through special payments to ex-
porters or through the sale of Government stocks at cut prices, or
special provisions in our foreign aid programs, are methods whick
are occasionally used for this purpose.

Basic changes in farm policies must of course be evaluated in rela-
tion to domestic as well as foreign comsiderations. In the further de-
velopment of these policies, however, due weight should be given to
their importance on our foreign economic relations. We should ex-
plore possible lines of change which would seem likely te improve the
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pverformance of our farm poliey on the basis of both foreign and
domestic criteria. We should seek methods 0f protecting the price
and income position of our farmers which can reduce the necessity and
the pressure for import lLicensing, quotas, and embargoes, and for
export subsidies and other foreign disposal operations. We should
consider the possibility of adopting a system of accumulating neces-
sary stocks of storable commodities as determined by domestic and
international nesds and not associated with price supports. Weshould
not throw a disproportionate part of the burden of our agricultural
adjustment on the rest of the world.

Even in the absence of fundamental changes in our farm policies,
it should be possible to apply the related foreign trade measures in a
somewhat less restrictive manner and as far as possible on the basis
of international agreements. Import embargoes should be gliminated
at the earliest possible moment, except where imposed for sanitary or
sirsilar reasons. Import quotas should not be established below the
lewei that would bring in as high a guantity of imports as would enter
in the absence of price supports and impost controls. Export subsi-
dies should not be used to capture a larger shir 2 of the world market
than we enjoyed in an appropriate base peried when no subsidy was
granted. Foreign procurement of strategic msi vials should net,
through the device of barter deals, be used to force the export of sur-
plus agricultural commeodities. W&m it is thought desirable, as in
the case of sugar, to safeguard the position of domestic producers not
only with import quotas and & tariff, but with a divect subsidy as
well, the growth of the domestic industry should not be encouraged,
except in limited cases where security reasons may be clearly involved.
Shipping policy

The Dnited States dollar payments and receipts for -.7ean shipping
and related services constitute an important e~ =i ia the United
States balance of payments. In 1949, of the 16 ! ‘.ion dollars which
foreign countries paid to the United States for goods and services,
more than 1 billion dollars were in payment for .:&uppmg and related
services. Likewise, of the 9.7 billion dollars which foreign countries
earned by selling us goods and services, about 600 million dollars were
earned on shipping account. Thus, on balance, other countries paid
us about 500 million doilars more than they earned from us on shipping
account. Although this surplus declined substantially in the first
half of 1650, it contrasts with the traditional deficit which the United
States had on shipping and related services in the 1930’s (see appendix,
table 24},

In the early postwar years, the high earnings of United States ocean
shipping resulted not only from our large merchandise exports, but
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also from the fact that foreign merchant fleets had been greatly re-
duced in size by wartime destruction and from the enormous postwar
backlog of cargo; although the United States in 1939 had only 14
percent {gross tonnage basis) of the world merchant marine, it had
50 percent in 1948. But the reconstruction of foreign fleets since the
war has not reestablished the prewar participation of foreign vessels
in United States ocean-borne foreign trade. American flag vessels
carried 50 percent of this trade in the first nine months of 1849, as
compared with 27 percent in 1937. The present importance of
American flag ships in our foreign commerce is not esplained by 2
shortage of foreign shipping, but by United States governmentsal
policies toward our merchant marine.

Because of the vital relationship between our peacetime shipping
position and our wartime requirements for merchant shipping, govern-
mental policies toward our merchant marine must be formulated pri-
marily in the light of our national defense requirements. There is
thus a partial incompatibility between the goal of increasing competi-
tion in the sale of shipping services and the goal of insuring the war-
time availability of a large and efficient United States merchant
marine. Wherever a clear incompatibility arises, the conflict must be
resolved in favor of the valid security interests of the United States.

United States protective policy in the shipping field takes the form
mainly of operating subsidies and cargo preferences. Subsidy pay-
ments are made to ships on regular foreign trade routes and are not
desigmed to guarantee profits to ship operators, but are calculated to
make up the difference between United States flag wage, subsistence,
insurance, and maintenance costs, and those of foreign flag competi-
tors. Cargo preferences are provided by several acts of Congress
requiring that certain types of Government-financed cargoes move
wholly or partly in United States flag vessels. These include all ship-
ments for the use of the Army or Navy, and 50 percent of the cargoes
financed by Government loans or by the major Government grant
pregrams. With the extension of the foreign economic operations
and aid programs of the United States Government since the war, these
cargo preferences have become a major factor in enabling American
shipping to retain & large share of foreign commerce.

The two basic policy questions in the shipping area are, first, the
question of the minimum size of the United States merchant fleet
which is nacessitated by our national security interests, and second,
the question of the most suitable means for assuring the maintenance
of a fleet of that size. Our operating fleet of over 14 million dead-
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weight tons is supplemented by a reserve fleet of more than 21 million
deadweight tons, and by s considerable number of ships under Amer-
jean ownership but flying the flags of friendly foreign nations. Fur-
thermore, plans are being developed, through the Nerth Atlantic
Treaty Organization, for the pooling of the tonnage of all member
nationsin theevent of war. This pool, which is part of a broader pian
to mobilize efficiently the wartime economic and military resources of
the member countries, would make available to the United States and
its allies an overwhelming preponderance of the world’s tonnage in
being, and should obviously be taken into account in computing our
requirements. Estimates of shipping requirements and availabilities,
taking account of all of these factors, are now being prepared by the
National Security Resources Board and other Government agencies.

It should become & basic principle of United States shipping policy
that governmental protective and subsidy measures will not be used to
maintain in operation a merchant fleet or any class of vessels in excess
of the size authoritatively determined to be required for the purposes
of national defense. To maintain in operation by governmental pro-
tective measures a fleet in excess of this size would be a needless
burden on the American taxpayer, 2 stimulus to the inflationary forces
already at work in the United States economy, an unnecessary handi-
cap to the efforts of foreign maritime nations to achieve a self-support-
ing economic status, and an obstacle to the most efficient use of the
productive resources of the free world. If the adoption of this policy
should at any time require a curtailment of protective measures, the
United States Government should, under suitable safeguerds, relax
present barriers to the transfer of American flag vessels {except
special National Defense vessels) to foreign registry.

No matter what the security size or composition of the United
States fleet should be, however, the device of cargo preferences is a
highly undesirable means of achieving it. Cargo preference is, first
of all, a concealed subsidy, and thus not subject to the scrutiny and
supervision which is accorded to open subsidies. By requiring that
loan and aid shipments move in United States vessels, even though
the recipient country is able to transport the goods in its own or
other nondollar vessels, we have had to lend or give {¢ the recipient
country additional doliars sufficient to meet the dollar freight charges.
Likewise, by denying to foreign vessels the right to compete for Army
and Navy cargoes, we have held down foreign dollar earnings and
thereby increased the need for foreign dollar aid. Thus cargo prefer-
ences have in faet been indirect subsidies to United States shipping
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which are borne ultimately by the United States taxpayer. Second; |

cargo preference is a blunt and capricious instrument for maintaining

¢ fleet of security size. The volume of United States shipping kept
in operation through carge preference is wholly a function of the
extent of United States foreign economic operations and aid pro-
grams, and thus is completely unrelated to estimated security require-
ments. Under the rules of cargo preference, fluctuations in foreign

economic operations and aid programs could reduce the active flest

below security size as readily as they could maintain it above that
size. Finally, the cargo preference policy tends to relieve some of

the pressure on ship operators to compete in service and rates, and it B

tends to encourage the adoption of similar flag discrimination policies
by other maritime nations, thus impairing the efficiency with which
total shipping resources are utilized.

The most direct course of action would be the complete and uni-
lateral abolition of carge praferences, accompanied by the extension
of direct operating subsidy payments to the degree necessary to main-
tain & security-size fleet in operation. However, this would leave the
United States merchant marine in a position in which it might be
unable to obtain s sufficient volume of export cargo, because of the
extensive application of similar direct and indirect flag preferences
and discriminations by other governments. For this reason, it is
recommended instead that the United States move through the pro-
jected Inter-governmental Maritime Consultative Organization to ne-
gotiate with other governments reciprocal relaxations of direct and
indivect flag discriminations. This will be expedited by enabling
legislation by the Congress. The United States should offer to aban-
don completely the policy of cargo preference in return for similar
and fully effective undertakings by other governments. The success-
ful conclusion of such agreements is urgently necessary to correct
the damage which has been done to the efficient use of the world’s
shipping resources by these policies of flag discrimination. If these -
negotiations are successful, the United States should stand ready to

assure the maintenance of a security size fleet by an extension of direct e

operating subsidy payments.

The necessity of maintaining 2 United States shipbuilding industry |

capable of being expanded to meet wartime construction requirements
is a matter which merits immediate attention. The provisions of the
Merchant Marine Act are directed foward the maintenance of this
potential by the construction of ships for subsidized operations on
essential rontes in foreign trade. In other words, the shipyards were
made a byproduct of the subsidized vessels. At present, however,



the shipbuilding industry faces & dangerously low level of activity.
Moreover, slthough we can rely on the availability of foreign vessels
. through the shipping peel in wartime, we must continue fo expect
the United States shipbuilding industry would bear the brunt of
new wartime construction, since we have the greatest production po-
tentinl and are the least vulnerable area. It is essentisl, therefore,
that we maintain United States shipbuilding facilities which, together
" with the allied fleet in being and in reserve, are capable of being
quickly expanded to the level necessary to supply total wartime ship-
ping needs including replacements.

ot

B. Coxmoorry CoNTROLS

The danger that impending shortages of primary commodities
might Tead to a senseless scramble for supplies for military and non-
military production both here and abroad and for the stockpiie—
with the inevitable effect of such a scramble on the level of prices—
has already been recoguized in part, and steps will be taken to curtail
the least urgent nonmilitary demands in the United States. Similar
measures will be necessary in other countries. Thus far, however,
no machinery has been established to assist in obtaining an equitable
and efficient international division of supplies. In the absence of
such machinery, it is very probable that supplies of some vital com-
modities will be distributed by competitive bidding, with results that
will be neither eguitable nor consistent with the needs of the common
defense of the free world. The price effects of an undisciplined rush
for materials, moreover, would impose severe strains on the balance
of payments positions of some countries.

Consequently, it is important that methods of international col-
laboration be rapidly developed for the purpose, during the period
of rearmament, of guiding supplies of scarce materials among the
free nat'. s, in the manner best calculated to contribute to the com-
mon defense. Actual procurement for the stockpile should be sub-
ject to the priorities so determined. In this connection the impor-
tance of promoting greater production of scarce materials should
again be emphasized.

The pressures on the limited export supplies of industrial products
will also increase. In the case of the United States, increased de-
mands arising from the direct and indirect effects of the domestic re-
armament program will be reinforced by the expansion of Western
European defense expenditures and probably by increased dereand
from other countries made possible by a rise in their dollar earnings.
Normally, when demand increases relative to supply availabilities,



the resulting price rise helps to bring about an increase in produe-
tion or a shift in demand to substitute commodities. Such adjust-
ments take titze, however, and a competitive bidding up of world
prices with the bulk of the supplies going to the highest bidder may
prove harmful to the defense effort and to t¢he economic welfare of
large groups of peoples. -

While it would be undesirable to substitute comprehensive alloca-
tion and export controls for the operation of market forces over

the entire area of international trade, domestic priority snd alloca- L

tion powers will probably need to be supplemented by 2 broadened
use of export controls, which are now used chiefly to Amit shipments
of certain types of commodities in the interest of national security.
In the administration of such controls as may be necessary, steps
should be taken to assure the delivery of goods required by other
countries for purposes that support broad United States interests.
We should also attempt to develop cooperative action of this nature |

with Western Europe. Obviously the use of interferences with the =

normal flow of international trade should be held to the necessary
minimurm.

This policy applies not only to goods required for the production
of escential raw materials, but also to goods required to support the
broader elements of an economic development program. Because
these programs are an essentizl element of our foreign policy, their
material requirements must be taken into account in the operation of
any allocation and export controls that may have to be imposed in the
United States.

C. Comrexcy Converrmirrry aNp Traoe LIRERALIZATION

Except for the allocation of commodities in world-wide short sup-
ply, exchange and trade controls on current transactions are, in gen-
eral, employed for three types of purposes: (@) to limit or direct
the total demand for foreign exchange in relation to the available
supply, (3) to protect a particular domestic industry or farm com-
modity or to foster industrialization, and (c) to direct trade into par-
tienlar geographical channels, either for the purpose of achieving
some purely commercial advantage or as a means of avoiding pay-
ments in gold or hard currencies. The first two purposes are domi- -
pated in a large measure by the structure and condition of the domes-
tic economy of the country employing the controls. Thus, if infla-
tion is increasing a country’s imports and reducing its exports or if
it has decided to foster an expansion of domestic production by keep-
ing out imports, it may apply trade and exchange controls. The
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* third purpose generally involves cooperative action on the part of
two or more countries to discriminate in favor of one another. More-
over, where inconvertible currencies are used for making interna-
tional payments, many nations are forced to purchase their imporis
trom the countries where their exports are saleable, regardless of
price and other commercial consideration.

The use of exchange and trade controls to limit the total demand
for foreign exchange arose in part from the <conomic dislocations
arising out of World War II. With severe shortages of goods of all
kinds existing within certain countries, there was bound to be both
an shnormal demand for imports of consumers’ goods and a heavy
demand for equipment and raw materials for reconstruction. On
the other hand, the supply of foreign exchange in these countries was
inadequate because of the low level of exports It would, of course,
have been possible to equate demand and supply for foreign exchange
by permitting exchange rates to fall to very low levels, or through
severe deflationary action.

In the circumstances existing immediately after the war, however,
rationing the limited foreign exchange through increasing the price
of foreign currencies, i. e., by devaluation, would have brought about
s sharp rise in the prices of essentials, thereby threatening internal
;nflation and instability, while those having high incomes could have
continued to import luxury goods. The atterupt to reduce the demand
for foreign exchange by means of deflation would on the other hand
have tended to interfere with the recovery of production and necessi-
tated a curtailment of investment for reconstruction. But with the
expansion of production and exports and the improved dollar position
of most countries of the world, rapid progress toward the elimination
of excl:ange and trade controls is possible if countries are willing to
adopt appropriate domestic econormie policies.

The question of import restrictions on the part of the underdeveloped
_ countries undergoing rapid economic development presents a special
problem. Unlike the modern industrialized countries, the under-
developed countries are unable to raise enough capital out of local
saving and, in many cases, lack modern fiscal machinery for absorbing
purchasing power. Frequently foreign exchange receipts accrue in
the hands of a few exporters who use them for luxury imports or for
investment abroad as ther choose. Moreover, large development pro-
grams give employment to workers previously living on subsistence
farms, and the wages paid to them create new demands for goods avail-
able only from abroad. As a result, many underdeveloped countries
feel a need to employ exchange controls and multiple exchange rate




systems in order to channel their available exclange resources into

productive uses and to hold down the cost of essential imports.

The use of trade and eschange controls for the protection of the
balance of payments and for encouragement of economic development
may involve a serious barrier to the development of commercial trade
and may interfere with the best use of resources in connection with'

the common defense effort. While recognizing the difficulties in-

volved in achieving balance-of-payments equilibrium in a world char-

acterized by rapid political and economic change and efforts to achieve o

rapid industrialization, countries should be encouraged to adopt the

necessary monetary and fiscal measures which can assure sound cur-
rencies and obviate the necessity of direct trade and foreign exchange

controls, including multiple exchange rates.

Progress in this direction can best bs achieved through the Inter-
national Monetary Fund, the General Agreement on Tariffs and Trade
and the proposed International Trade Organization. While the ITO =

rules are quite liberal in their treatment of controls employed both
for over-all balance-of-payments reasons and for fostering industriali-
zation in underdeveloped areas, the charter of the ITO rightly rejects
the use of exchange and quantitative trade controls for purely pro-

tective purposes. The United States should work for the elimination =~
of discriminatory trade and exchange practices through the IMF and

GATT, and should become 3 member of the ITO.

Trade and exchange conirols discriminating between sources of
supply have in general arisen from either (a) the need for utilizing
inconvert.ble currencies which hsve been accepted for exports that
could not be sold for convertible currencies, or (5) the desire of a
eountry to make purchases with its own currency in a manner which
will not give rise to 2 gold or dollar drain, or (¢) the desire of coun-
tries to achieve & purely commercial advantage or closer political ties,
Tn the case of most countries whose currencies are not employed in the |

financing of international trade, the need for discrimination arises &

from the first condition, namely, their inability to sell their exports
for dollars or convertible currencies, or their desire to utilize currency
balances which have been built vp in the past as a result of such sales,

Most countries outside of the dollar area wiil not be able to remove N

their discriminatery controls until sterling and perhaps a few other
currencies employed in international trade, i. e, the key currencies, -
have become convertible. On the other hand, key currency countries
will not be able to make their currencies convertible until their com-
petitive position in third markets is strong enough tc permit them to
hold their trade without discrimination. Furthermore, certain coun-
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. {ries, notably the United Kingdom. have large demand obligations,

o in the form of balances of their own currencies held by foreigners.

- They must repay these obligations largely with goods, and the com-

~ petitive position or availability of their exports may not permit them

io allow their credifors s full choice as to whers they may spend these
bslances. Thus Britain, in paying off her sterling indebtedness, has
had o insist that most of the balances released be used for purchases
. within the sterling area or in certain other countries outside the doliar

ares. K S

Another important condition for the establishment of convertibility
of any kind is the possession of adequate gold and convertible foreign
exchange reserves. Total gold and dollar holdings of foreiga coun-
tries in June 1950 were 16.4 biliion dollars as compared with 14 billion
dollars in December 1938. However, the purchasing power of these
gold and doller holdings has been cut approximately in half so that
in terms of 1938 prices present foreign gold and dollar holdings
amount to only about 8 billion dollars. Moreover, many of the coun-
tries whose peed for reserves is greatest have suffered the largest
relative decline in resérve holdings, For exzample, the reserves of
most Western European countries are lower than before the war while
those of many Latin American countries and Swtizerland have in-
creased substantially. |

While it is desirable as 2n ultimate goal to promote the removal of
all currency and trade restrictions, the removal of discriminatory
restrictions is most important. The inability to finance import sur-
pluses from certain currency areas with proceeds of export surpluses
to others inevitably leads to forced bilateral balancing of trade. The
resulting trade is likely to be both low and uneconomical. For ex-
ample, 2 European country may not be able to use a sterling surplus
to purchase & commodity efficiently produced in Scuth America but
may be forced to buy the same commodity produced less efficiently in
some sterling area country. Many countries whose normal export
markets are largely in nondollar countries will be unable to remove
their own trade and exchange controls until a system of world-wide
multilateral settlements is reestablished. It is therefore highly im-
portant that there be developed a system of international payments
which will make it unnecessary for countries to discriminate as be-
tween sources of imports.

Because of unsettled political and economic conditions and of the
tendency for cousntries to employ economic controls for a variety of
purposes, general convertibility of currencies as it existed before the
war is likely to be delayed for some time. Nevertheless, in the mean-
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time it should be possible to estsblish 2 system of multilatersl settle-
ments which avoids the necessity of trade and currency discrimination
even though the individual residents of many countr’:s are not free
to exchange their own currencies with cae another in free exchange
markets, Such & payments system, although perl.aps limiting the
freedom of the individusl trader as compared with prewar converti-
bility, would permit the reestablishment of a substantial degree of
multilateral trade among nations by enabling each country to use its
surplus with any other country for payment of a deficit with a third
country. Asa minimum, it would require that councries whose cur-
wencies are widely employed in international transactions, e. g., the
pound sterling, would permit balances of their own currencies cur-
rently acquii=d by the residents or the central banks of other couniries
to be used fo. setcling defieits with any currency ares inclading the
doller are.. It would also mean that countries must refrain from
entering into bilateral arrangements which involve limitations on the
use of one another’s currencies in making payments to third countries,
or which provide for diserimination in favor of one another’s exports.

The development of 2 payments syster which will permit universal
muitilateral settlements is likely to be a step-by-step process. The
Eurepear Payments Union represents an important advance in this
direction; another essential step is the restoration of sterling con-
vertibility: both were discussed in chapter III. It is quite possible
that other countries as weil as the United Kingdom may be in B
position to resume currency convertibulity or to join a payments system
mvolving full gold settlements, but that they may lack sufficient gold
ana dollar reserves to maintain confidence in their currencies and to
meet unioreseeable and temporary drains. Although the Inter-
national Monetary Fund is the established international agency for
providing short-term funds for currency stabilization, thers may be
cases In which a different type of stabilization credit is needed or for

which the ¥Fund’s rescurce: are not adequate. In such circumstances,

consideration might be given to other sources of stabilization credits,

inciuding the United States Exchange Stabilization Fund and th

Federal Reserve System. -
Currency stabilization credits should not be extended by the United

States until ali of the basic conditions for convertibility have been

established, except for the provision of sufficient reserves. Funds
expected to be used for meeting continuing deficits should not be

provided in connection with a prog.am ¢f convertibility. Financial

assistance in connection with convertibility should not be exteaded
unless convertitility is accompanied by progress in the elimination of
trade discrimination. ,




VI. The Administration of Foreign Economic Assist-
ance Programs

The analysis and suggestions set forth in this Report are designed
to indicate general outlines for our future foreign economic policies
in the light of present circumstances and prospects. A continuing
appraisal is necessary, however, and detailed studies should be made
of the financial and other programs required to achieve our foreign
policy objectives in specific countries and areas.

It is also necessary continuously to relate the use of resources in
foreign economic programs to other needs, and to the capacity of
our economy. Apart from direct military assistance, the financial
burden of the foreign econcmic programs outlined in this Report
should be substantially less than we have been spending for these
 purposes during the past year. The sacrifices involved for this
country in undertaking such programs would be far outweighed by
the enormous gains to be achieved in terms of the security and well-
being of our own country, both in the short and long run.

The complexity and urgency of current foreign economic problems
call for a high degree of consistency and continuity in our foreign
economic programs. The pressing problems cannot be dealt with on
a shert-run or periodic basis. It is important that legislative action
be designed to permit advance planning by the Executive Branch, that
promises or commitments be made only with a reasonable assurands
of adequate follow-through on our part, and that both legislative and
administrative actica permit advance planning by the other countries
aflected. It is also important that flexibility be maintained in the
administration of aid.

On the other hand, it is important that commitments or promises
not be made unless there is reasonable assurance of performance on
the part of other countries. This is a task of great difficulty and
delicacy. Yet aid cannot be effective, either economically or in gener-
ating popular support for the free world, unless it is implemented by
appropriate internal policies in the countries concerned, and these
policies will frequently have to relate to broad internal measures.
Thus initiative and cooperation is invoived on the part of recipient
countries, and assurance of such cooperation requires that grants and

(87}
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loans be made conditional upon prior agreement regarding reasonsble
standards of performance, and that they be used to help achieve these
standards,

It is umportant, from this standpoint as well as from others, to
rely as far as possible on cooperation with other coantries in earrying
out foreign programs. Thus the appropriate international or regionsl
organizations should be strengthened and both the geographical and
the functional scope of their activities increased. Such an approach
can frequently be more effective than bilateral action in specifie sit-
uations, and can stimulate greater contributions and incentives on the
part of other interested governments, Until international erganiza-
tions are strengthened, United States instruments for operation in the
foreign field must be maintained and strengthened. _

In the case of development programs particularly, operation
through international organizations may be essential to accomplishing
the hasic purposes of aid. It is frequently not possible for any one
country unilaterally to give effective guidance on internal operations
without creating fears or suspicions of interventionist motives, which
would defeat major purposes of the program. Such programs, there-
fore, will frequentiy be most effective if opersted through intarna-
tional organizations, staffed in part by nationals of countries in which
the particular vnderdeveloped country has confidence. Some ascist-
ance will, of course, have to be provided bilaterally, but international
organizations, and especially the United Nations and its affiliated
organizations, should be used wherever practicable.

To implement foreign economic programs and to make sure that
within the United States Government the requisite priorities of onr
interests as among areas and purposes are observed, a better organiza-
tion is required to carry on overseas economic activities, United
States assistance to Western Europe is likely to be necessary for a
few years in support of a greatly expanded program of military pro-
duction. The provision of technical assistance and loans for develop-
ment, and over a shorter period a moderate amonnt of grant aid, will

be necessary to serve Uaited States interests in other parts of the

world. Increased United States requirements for scarce materials
will make necessary an expanded program to procure those materials
abroad and to develop additional sources of supply. These programs’
must not only be coordinated with each other, but also with such com-
modity controls as may have to be imposed. We should also make
every effort to weld the various economic activities into a program
which, once under way, can be dramatized, and to back this up with
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appropriste political and information policies. What is needed as
soon as possible, therefore, is & foreign economic programs agency
or organization which can achieve the needed degree of administrative
centralization.

The Hoover Commission ecalled attention to the pressing need for
a reexaminstion of the United States Government’s methods of con-
ducting its foreign operstions. There is under way at the present
time sn extensive study of this probles: under the direction of the
Bureau of the Budget. Concerning economic operations, it appears
advisable to include, in the Hunctions of a foreign etonsmic programs
agency or organization, sdministration of at least the following pro-
grams: the administration of assistance other than military equipment
to Western Europe; the administration of such grant programs as
may be necessary in other parts of the world, inctluding occupied
areas; responsibility for foreign procurement and development to
meet United States needs for raw materials; and responsibility for
the operation of all foreign technical assistance activities of the
United States Government. In addition, such an agency or organiza-
tion should be responsible for presenting the needs of foreign programs

to the agencies administering domestic and export controls.

This Report does not attempt te deal with the problem of coordi-
nation at broad policy levels, or with the :eclationships of various
mechanisms which are now in existence or under discussion for this
purpose, Operations in economic fields as outlined above will ob-
viously have to be coordinated at the policy level with other aspects
of our foreign affairs, and present efforts to improve the machinery
for such coordination within the government should be followed
through.
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Other Invisibles (net) 1 4~ 8 | 4.2 +&1 = 5} — 6] $ 1 -2 ... -Gl F1] $.8
Balauce on servics _
BONANE. i cveaa ESUE: A S 5. S B SRR I O T I SN 3% SR +.§ 1.1 +.1 ¢ L0
Zslance om goods _
snd serviees . oo ioeonnn ~ 4]+ 4| d 581161521268 ]-16-29~-221 +.3
i Preliminary,

Sonrces: 1928 dats from International Monetary Fund, Belence of Pogments Yearbook 1938, 138, and 1647,
p. 45; other dats from Belence of Poyments Yeerbook, 1948 and Prelimingry 1858, p 34, with revisicas o
I nited States Spures s shown [n Sursey of Current Buelnons, JTane 1850
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TaBLE Q-—-industrial and cgricultural production indezes of Wesiern Burone,
1837-88 ond 19§8-5C

Indusirisl production, 1938= 100
: Grogs agoenl-
Pario : ERP countries| ST8! PTOCAS
ERP mﬁﬂm& Gap- id remg
countries? | many (Federel | SVSraEe=I0
Bepubiic)
BT e e mmm e 192 166 o
B e e s At mAmaS S o hmdn . —— it 4] 100 L3
1988 s aan vt e mmmmaaamaenm s iaann 57 94 | @
i i mm————————— e ———— 87 i 105 a2
IB8B. . oo e i imcsnnanran e e A am pie] 119 ]
B e ————ak O o —————— 313 129 #7
1HI~First Qustler. v nnmremcemsrcsne e 114 125 ]
Seeond qUAESL . o e meveenraeascnama s 138 130 (O]
T GOl e e e evmr e rossm s mrn e amnw tam e 119 122 %)
Pourth QAN . . cavavecerccncnnmemmmmmmm e 2 135 {%
18R TR T« - crummemmmssr s e imwsmn i nn——— i 138 L]
§ T =Ygt v U N 126 149 L))
00y ot TR 125 138 )
AP s v v mm e e mm——————— n 134 Q]
MEY .o ceoeoeeeanmammmmmoan e v ———— ‘ 12 137 0]
Jame....... o o e A e e m e Ak a . mn 128 141 {#
K % S 318 LR ¥ 2

1 Anmmal dats for industrial proguction are on a calendar-year basis and for agricnitural production ona
erop-year besls beginning with the year noted.

2 A7l ERP countries combined, excluding Icoland, Portugal, end Switzerland for which no indexes are
svafighie,

3 In peners! covers years 1934 o 1983,

& Nt availabie,

3 Preliminary,

Scurces: Economie Cooperation Administration, Recosery Guides, Farlicipating Countrizs, No. 186,
Oeotober 1950, p. 10 aad p, 142,
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TaEre 10.—Indezes of volume of Western Furopeen commodily irade, 1537-88

gnd I847-501
Meamzred 3t 1538 prices, 1928=100}

Poriod Ezporis Impurts
T e o e et 1 e A e o e e i e 112 157
B o i e e S B R i 8 A o e e 60
b7 S e e et 1 B 2t 2 AR B e A e i3 b 4
B . e e e ——————————— 0 e 8 ko o = = $2 04
j 5 |- SRS e men mn e aa i am—-—————————— e an 106 ¢ ]
90T HrSE GUAILOT . . o iserr e c i imsssmsrmmmmmAnasadae o T aRan e 108 9
Bo0md QUIRTEET. | oo e o s cme e mb e n e —mammmmam mmmn e e A 1686 w8
¥ 111 R e S PP PP R 04 | 93
PRIt QuATERT . i cmecm s acmmm s umummcmana e m s e m i ———— 11z 96
1650~-Janusry oo e e e e e m e m o men vmmmemnmanmnnn 117 9%
PO BT v esrnarmmnnmnmr v o e mnenam e ama—m e am—————n 109 37
B Td s o e mom e e e o e e e 1 1 e e e 12 o8
ADTHL o eeeeeeeereamennunmnean e aensasmmsbessanassaseransatanasnneuas 107 85
MY o ceecienarernaracarann e nnam i —————————n s ama 120 ]
B EEBM e o e et ————————— A At h 1104

1128 |

1 Trade with rest of the world of all ERP participating countries, excluding Greece. Excludes United
Einpdom reexports. Dependent overseas territories ineluded in *'rest of the world.™

? Preliminary,

Sonrce: Eecnomie Cooperation Administration, Recovery Guides, Perticipoting Countries, August 1630,

and preliminary data for September 1959 edition,
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TABLE 12.--Iinil values of exports and imporis end lerms of commodily irade of
ERP counirics with rest of the sworld, 1938 end 1948-567

Irephic!s index of goit valne,  Rstio of idex
THERme 100 Y of onit valne of
Peried fmports tolndes:
of nnit vaize of
Exports Impests - exporis
B et e e i aa s hmmshmbadamrn A e A ‘ pir 1 i) 10
b1 < SN =9 =5 L
BOED e im0 ke 06 254 100
TS~ First QUEIEY . i iemamasieaanman 215 34 e -
Beoond QUATteT . s e nde—smcascssmamas ny 44 118
Tl QORI . i e ascsaaanm———— et 53 108
Fourth quarbil. .o vivvrmmencncanancn menemn i 22 327 wor
T Femt AT o oo iiamincmeoresaamn i naen o 240 8
SO00BA QUATIET . .o veeorenennensaaamrsorsnnsnnnns = 240 109
THIFd QUATLET o oeoenerasmrommn e annaas ns 228 | 108
Fourth quartes . ... cceimnrroarmanmnesnanaannn 186 iR6 2
1930~ First QUATIOr. .. ...\ eaninocac o mm e ceanan 167 185 v SR
Socond GUAILeT v vrrrs e e e nmm b a2 e 18 197 & v A

' Dependent overseas tervitories are incuded in rest of the worid. , :

* Rough measures of price movements were obtained by dividing the values of trade in corrent dollars by
the values of trads in terms of 1938 doliars.  Although the resulting 'adexes of unit values are not true prive
indexes and are subject to limitations and inaccuracles not usually found in directly computed price indexes,
they represent the best available messures of price roovements in trsde.

Soarce: Based on Economie Cooperation Administration dafa.
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TABLE 13.—Dniled Kingdom baiznce of poymenis on current gocount, 18§6-50

M Tlicns of pounds gteriing)
’f
it 185,
Ares 1948 | 19T | 1948 e - grat
o | 205 S 28
With a3 sreas:
It (L 0.7 Jeicinacriseaneennanoaaad LB BB 1L,V L 3,588 58 F LOOT ) LIS
Exports and me o by .. Med L1 L& L88 g15 23 1.4Z
Trode BRIBTOR. e eeooeee —ooeemnnee. 78] —dz5| -zl —u7! —@! —w4| -—108
Balsooe ol invisible Bemg. v w173 ~IE ) 1T SHE 550 +5 180
Corrant secount balsoee .. ... ~248 1 558 -5 35 +15 ~51 482
] e o it b womatcring
Wih dolinr aves:
It (L 0. B e cm e - b 365 ¥ i) #3 206 204 262
Exporis and re-exports {{. oo bh) .......... 8 127 181 189 25 54 i3
Trate BAAN0E. . .. .o ceeemevennssorenen ~251 | —438 ] —m;mi] -2 ] ~u1] —-140 -7
Bainnes of invisible oms. e crwoanenramors s 1 -~138 -G8 31 -31 -2 416
Cuorrent sodoust balanes. ... ....... -0%] 54 - W ~147 -1680 -3
o iy § e e i -
With other aress: .
Jomnorte 5. 0. B el 892 885 1 1,288 1 1823 58t T 845
Exports and re-exports fLo. b ... g7 LOOB ) L3U2 ] 1,629 820 e 811
Trade BalBNM ..o ceeveemmmnean mom——— -+115 +13 54 | $id 88 +35 -37
Baiance of Invisible Hems. ceeanevneanan ~-131 431 18§ -+180 +35 +70 +141
Current account balanee... .. SOV S ] 381 193 4284 48 4106 104
1 Preliminary.

Bopres: United Kingdom Balence of Poyments, 1846 fo 1860, Cnd, 8065, October 1650,
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TapLr 14.—80ld ond dollar gecouni of steriing ares, 15§6-50

P iBions of dollars}
1949
— 1950,
Type of trensaction 1B | T84T [ 1948 i . - tirst
Total v Flret {Second bl
half
Tnited Ringdomn scovant:
Current setount with the Soller area:
TRPOTtE (1. 0. Bee i anancccueeeaae] ROER] 2,079 L6 LG | 7iz2 L
IoviEibie GebI®. .o e e et szl 384! ssi S0 148 14
Total SebME o eiieanaaaan ez o298l LT LEM | LOOd i N
- s amagmiml
Ezports und roexporis .o ..o 5 52 ! 831 30 318 367
Trvithle Codits. o ieaaneenene 201 M| ML) 12 5 66| e
Total credis. i mvrrccmrnccaaes 535 815 572 Bis 432 362 536
it Sy pe—— e e e s
Balanes of oorent  fnmnssctions - .
4.3 o 1 SO 1,306 |—2 336 i—L 108 {1,100 ¢ —5V1}] —~588] -3
s e
Capital tronsactions antering gold and
dollar deficit:
Subserintions to International Mone- |
ey Pand and Internsiional Bank 30 | ~308 36 IO S
Changes in sterfiing Habflithes {io-
CTEBED B Y svmnmosm s ol akie b B E bbb -4 -&7 419 =31 L 1 X (RSP -
Payments fnte ERY eoazxw;mt ' |
el ¥ e S DU S ~iB ~38 -5 -4 -1
Other e . o4 ] ~g7] 7| 4w - 4+8F 482
Total aspital transactions. ..ocanee- 0] —330] -I1mt) 42 -3 TP 02
o
Tatal United Kingdom defielr
{~) i goid snd doflar. .conennn ~1,276 1—2,646 {—1,288 | ~1,088 | —620] ~—4a%9| ~—108
g T = 1
R est-of-gtorling.ares adtonnt. ' ' _ '
Currant seconnt with dollar area ... w2 -0 -34 )l -4y ~21: 140 HI8E
Subseriptions to International Monetary _ J ]
Fund and Intaroatiorsl Bank....vvecssfevasenns -7 P, By SRR FP cnmmnmmabar wannnn '
Gold sales to United Eippdom.ovaennaas 3341 32l 4023 @l M3 FI0 ) 148
Total rest-of-sterling-srea snr- _ R
plus {4 of defielt (=) eureacenn 472F —TE6] 12 —i70§ —17 47 a1 oo
= e e
Other aterling srea senount: ' ‘
Wet goid ang dollar receipis from (4] or
payrenis to (—) other conntries: ' '
Other Western Hamisphare ooeeeee. ~54] —208 | ~38 -7 -4 -3 -l
QGERC conntrles. oo ecmcmnmnmra s 4381 ~36F -1l 18 ~35] —88 5
CEBET. o merrcrerccnrmomemm e -3 ~82 -521 w1081 57 e P
Total oiher sterling-ares Sur- e
plnsT(+) or deflelt {—).cereenm- 4+208) ~s00! —312] -7l 18} ~u8] -3
Total net gold and dollar swrplus () or ! : e
defieit () e —— P08 | =4, 131 =1, 710 (1,581 ) ~862§ ~EN0] +220
t Preliminary.
3 Payments (in sterling; to U. 5. Government ameunting to § percent of coanterpars fgnds, ) RN
Nors.~-Detall will not Decessarily add o totals because of rounding. - IR wst

Bource: Usited Kingdom Balancs of Payments, 1936-80, Cmd 8063, October 1830, R
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TanLE 16 —Piatribution of world population, 1948

83

- 5 ’

Togal Soviat-dominated Free world
Ares § | Percentof | o Percent of | 4 Peroent of
Number world Number world Number world
{miffions) by {millions) {miliions) ;
popnistion  poprintion
“Undadereloped" srosar!
Yoty Armerdes. . me e 35 BB il —————— 157 8.8
F5 - SO it N 3 SURUIE U, | 9%
LY SN 1.25 7 43 12.0 801 87
Total. e e v 1658 8.7 #3532 189 1,150 K7
e e
“Devroloped” areng:
Unised SI8508. oo veervaens 48 18 T S 149 6.3
L0 %5 T SO 14 IS 3% S e ———— it .6
 res s S e 25.0 e 2.3 01 ) A A
Doeanis e ninmas 2] I SO D i3
b 4 v < S TR R4 Pt 12.2 476 2.0
O e ey et e i el
Totat wotld population. 2,376 100,0 744 3.3 1,632 68.7

3 The terms “underdeveloped” and “developed™ 25 used in this table are net based on an application of
these terms 1o Individasl comutries, but only to broad arces In conformity with the discussion in the text,

Nore—-Datal will not necesssrlly sdd to totals becauss of rounding.
Sogroe: Compiled from dats in Popalation and Vite] Stetistics Reports, United Nations, Statisiical Papers.

Serfes A, Vol. 1L, No. 2, June 1935,

TaBLe i{~—Indezes of populotion and cereel production, trade, gnd per capila -
supply in Souik and Southeast Asic, 1949-50

{1657-38=1001 1
Cerenl
Cousizy Popale —
Nt im- Netex- | Pereapita
Froduction] “pans | “ports | supply?
ASEBANISTAD oo cvnomrrmnsnnan e naenanns 100 * 100 © " o
B3 ogs v PSR 114 - 78 O —— 43 108
GO cvemmmneemmceranncnmns s mnnmann 129 103 373 I 8
INIB. oo emsemn s mrmre e e mmmmmeean s mneen } . - 377 N e
PAYISIBN. oo eemmommeeaneaamnnnnen 18 ! ® i ® 8
Fre T NV 115 213 SO 5 108
TRAORESIB. oo ooeveememmnm e e sesanna 109 163 23 S w
MEBIAYS . o oovenm e e ee e ammmmemmnn e an 107 137 'Y S S 8
U — 125 118 B feecocamnne 86
by VO 124 128 focmeromceenn 87 105
Aversge of SDOVe countriss. . ......_. 115 104 106 ® 8

1 Basa corresponds 10 the 1937-3% crop year for cereal production.

2 194748 or 154840 data.

£ Data not avaifabie for 1060-80. However, It is believed that 1948-50 prodnetion for these crops hagmot
changed signifieanily from 1937-38 estimates which are rough. - :

i Not availehie,
s Roogh spprouimation

4_?akimwasmm:pammmms;mﬁah;edm@mlmmmmmmnm.

fiouren: . £, Deperiment of State,
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Tame 18 —3ovements of United Sictes privalc long-Serm ocapital, 1956-49

I3MTons of dollars]
Type of capital moTement i 1046 1047 148 | 149
5 1 941 | 1,54 1,417
: 818 a7 680 | 553
4183 +TH E545 +834
r—mans 7 20
35 244 285 163
459 £01 176 219
Net outliow ) er mlow (e —~ ~157 <+ 109 -5
Total not outBow {+3. . oomeemnns e amemeans 558 +810 +761 4800

* Net purchases of obligations jssued or guaranseed by the Intornations! Bank for Foconstruetion and
Development.

Seurce: U, 8. Department of Commerce, Sureey of Curvent Dusincss, June 1950, p. 18.

Tanre 19.—Net outfiow of United States private direci-investment cepital, dby

area, 1946-39
{Millions of dollars)
Latin ERP |

" ERBP 1 Other | AN other

Yesar snd industry Tatal Caznada ﬁxggggg countrive d:pend Europe |coun tri. s

I986; TOAl. e cvecmem e . 182 4 3.9 58.5 8.0 8.1 0.8 841
Petrolenm indusiry..coema. IR0 2.9 089 7.8 4.9 {8 4.0
Cther I usiTies . v v vermer=n 124 pi —44. 3 1.0 2.1 B 171
3947 Total e iee el TERLS 13.0 #4137 7.4 53.0 { 11 167.3
Peiroleom industry..o... P £87.0 37.0 257.0 .0 Mo 1.0 122.0
Other industries ________.._ 226.5 —24.0 184, 7 7. 4 3.0 .1 45,3
4R Tt e e 6451 3.8 B2L6G 48 2 68,5 B2 4.4
Petroicnm indrsery . v e £86.5 440 205.6 380 £1.¢ 20 138.¢
Otherindustries __ 1581 -G 2 118.¢ b1 M 7.5 3.2 >®. 4
4% Totsd. o 844 193.2_ 480. 4 2.8 38.3 13.3 1688, 4
Petrolenm industry .. ... 7.0 4.0 IO 0.6 4 .6 3.0 189.0
Other indostries. ... .. .- 157.4 48.2 83.4 8 4.3 .3 —3. 8

1 Less than 50 thomsend dollurs,

Nove.—Breskdown hetween petrolan and other industries is sublect to revision.
Detal! will 5ot pecessarlly sd4 to totale becanse of rounding,

Bource: U, 8, Department of Commearee,

PIL28L B85~ - -
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Tanry 20.~IHsbursemenis and ropopmenis of Inlernotionsl Boenk loans, by
gounlry, fscal yeors 1848-59

[E Thioms of dollarsy

Fisral prar 1945 Fheal yonr 1549 . Fémém%ﬁm
. % o = - ]
Azea and country Dis- Netdis Dise Netdisi Dis £ 43
3 gem?_--a i 32 _RAE- 7 EQ%?’ % ‘:‘_ 51 : [k Rﬂmy - ﬁ“ B~
baree- a4 puirses | burges } o0 hawmee | burse. § - b
ments | DRI g opes ments | FFE5 | ments | meuts ments | inents
Couatries In “developed® | :
arnsd; ¥ ; i
Frante. .. ceecicvnncanen b= O [ S D U USRI SRR SR R TS
NWotherlands, oo s omes i 195 | 5 N5 |- 2 S 1i @ 0]
Denmark. i - oo 16 b ST . 2 SUNOUI NN e
AT e e mas _ 2 SR g L N D i i ¢ 2
Belgium. ... SRR SEPRR FUOUUR SURUUIIT S ¢S I D L A TS - S 1 SR 10
3 £ =Tt FRRRSE TR SO SRS SR meifeerann U S ] 1)) 3
ik e o0 - NN FORNU FUUIDE RSN PR S S RSO 2 8 i b 4
Y S Rer. 3 S 378 3% s d 1 is 1 i ¥y
Countries i “underde i
veloped™ argas: i ; .
L5 RETT SRS SURUURILE ORI IO Y SO 31 0 ferieeens 16
L a3 £ TR SO ! e, 8 SR i I N 4
Braef b L e [owamamns 1.7 N 15} Lo O e 2.
CalomBER. - eeene e L A 5 R . 3
47 SR SN PO ISR DUURRSUEY SOUUURTIN SO N k1 I S N
1 ; { : i i
i : r H i H )
Total ool 9 T i3
Total, all aress ... I R A Pomsi o sl o=l m s 1 87
! 1 £ i
i : ! : i

! The terms “pnderdeveloped” sad “developed™ a3 used In ihis table are not based on an spplicstion of

these terms 1o individas] countries but only to broad aress in conformity with the discussion in the text,

% Neotes guarsnteed by the Netherlands Government were delivered to the International Bank for Ree
corEiraction 8od Pevzlopment daring Iscal year 1948-49, a8 collateral for 12 miltion doliars Duteh shipping,
loans. These notes Intyrn were sold by the I B, R D, uoo. v #s guersnty, o private (nited States in-
Hrutionsl Investers, EBepmyments of 2.4 millien dollars have sinee been mude to such United States ip-
vestors by the Dauich shipping companies, comprising 400 thousand dollars in fiseal vear 1349 and 1.2 mik.
LHan dollars in Oscul vesT 1950,

* A joan for 15 milllon dollars was made in 3March 189 buz disbursernents ¢t pot start nnti] Sseal
Year 1550, The repayment shown wes s resale w United States investors of Belrinm bonds received as
seearity for the loan,

i Tess than 500 thoussnd dollars.

Seurse: Intersationsl Bank for Recopstruetion and Development,
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TABLE 21.—Disbursements and repayments of Ezpori-Impors Rank of Washe
ingion, by couniry. fiscal years 1848-50

{Miltions of dolisrs]
Fizeal vegr 1548 Fisenl vear 1940 Floeal year 1920

Avea apd couniry Dis- ‘et die-] iNet Dis- Netd
burse. | Reper T o | Repar DS O, | Remay YR
enls ments | ments fente | mants . menis

TCountries In “decoloped™ |
presss

R0l ¢ NN e L8 e : .61 &7 g1 9.8 1.8 i.4 0.4
Balfltims, e anen ey 0.9 5 70 S S 16| 128 1. .. 1.4 T4
LIS s S MG ... MDO ... ] HODi-1400 3 S, 1.8

Coechosdorakia ... _. 2 3 S S 2LY =TT v 2 .
Denmnar®. e e, 5% . ... L v 3 SUNUUUR RN SR SN MU SRR
2 11T L S 8.6 i5.9 .1 3.7 23 i 4 0.4 87 .7
Frnee o 2.0 15.3 5 S S D 153 F =183 1o 183 —13
ey . e mamns 4.4 el AL 3 PO 28 R X U AU S
CPBOTC, v erremeeemes £ 3 T NS S 1 R 35 PSR NN SR
115 305 17.8 27 8.2 24 33.8 3.8 11.8 2.1
JATEB et IR B~ 3.4 2.5 14.2 B8 224
Nathorlands. .. ovuee e 8.0 iL§ LT S 281 =28 .. ____ 33 ~3.3
WOTHEY o v nvirnmimn e Wo . 18.0 0.2 L& b . S 2B -l B
Poland . comiiviinciians oS0 I T m2 40 o 4.8 L SO, v 4
Bwodom. e cceemed o e 22 .3 95 - 3 N -5 —.&
BE 47 S wma £3 G s 138 22 il 3 4.4 4.0 B
47T NS SO SURURI JON SR S R S LT feea 1.7

H
2
Total i HRZ) e5.11 #4531 1354 21011 767§ s8] 952l —i1n4
Conntries in “underdevel-
oped" areagr i

Bolivia. . .o &80 5 6.0 32 Te)) 3.2 L0 .2 B
Brasll. i e A 0.1 12. 4 6.8 | 1] gef 7.1 1.8
Chile. e 30,8 4.8 58T a0 7.8 222 3.3 6.9 0.4
Oolombia ______________ 21 2.5 .8 4.1 b 3 .8 52 2.8 Ly
Bepadar e 18 -4 1.4 2 .7 17 2.5 .6 L7
Mexieo. . ... _____ 24 5 8.8 147 8.5 125 4.4 15.4 14,8 4.6
PABSINS e e b I S .2 L8 o ‘L8
Urogoay ... . __ 1.9 .2 L7 .5 .2 .3 3 .2 . 3
Vepprpela . ... .5 .2 .2 L4 .3 .8 N ] -5 -4
ChImg . . 19,2 248 -5 8 3.0 329 —-20.9% LG 1.3 -3
Tmrael e e k52 B S 2.1
Baudl Avabia. ... ___ I+ S B30 e LE] —L0 i .. 1.0 —~1.0
A 5 S I T S .5 4.94 ... 4.2 - A I P 2.2
U1 . JRRNPUNIUNISNIT SUPUNIIES S MU SPUUI SRR JT |92 SO i5
Cibers _.______ ———— .8 381 —3.5 -4 351 —-3.1 5 3.6 =31
TForal - 20.4 8.8 354 o 58.0 0.0 37 3%.5 4.2
Total, sfisreas, .. 5986 1201 478.5 21441 =Ml 5471 1%8.83 1 134.7 81.¢

* The terms “anderdeveloped” and “developed™ as used in this table gro not based on an application of
these terms 1o individual eonniries, Dot only to broad areas in conformity with the disenssion in the text.

# Represents the round of amennts dishursed in prior yesrs,

% Less than 50 thousand dollare

4 Includes Arvgentina, Costa Rics, Cnba, Dominican Republic, Hafti, Honduras, Nicarsgus, Parsgusy,
Pern, Balvador, PROipoine Igdands, Bthiopls, and Portuzuese West Afries.

Borre: Export-lmport Bank of Washingion,




124

Tantr 22—Grose notionsd product gnd merchandise émports, 18891550

Gross Recorded Recorded mes-
national werchandise | chandisa
Period produss imporis importg ﬁ
g£ross national
(Biilions of dollars) product
Eoc 12.7 087 6.3
bt L S 21.6 | 1.9 4.6
byt T 45,1 20 50
f 12 4 2.9 3.9 4.7
it et e e e —am——— 883 : 83 59
£ S 50.9 2.5 3.6
32 a6 31 4.2
k3 7.« S 6.9 3.8 4.4
F 5 S 858 3.6 £2
bt a1 4.2 4.6
L3 7 T 90, 8 4.4 4.6
3 U 85. 5 4.2 4.4
3 U 671 4.1 4.2
2. U 108. 8 4.4 4.2
2= 90, 6 3.3 3.4
3881 ..., = b T P et o 5.0 .1 2.8
L S 58.3 1.3 2.2
B e r e —————————————— e = 55.8 1.4 25
&t 4.9 1.7 2.6
L w2 2.0 28
BB ot e —— e e B85 2.4 2.2
4 .2 3.1 3.4
N 247 2.0 2.4
3¢~ $1.3 23 25
B3 U 101.4 2461 2.6
E 8-S 126. 4 2.3 4.8
LS 1.8 2.8 1.7
2 S 1943 3.4 L7
e e 213.7 39 1.8
B e e e e et e e 215.2 4.2 20
FE TN 211 4.8 2.5
b1 7 233.3 58 25
O e e e e e ——— e 25.1 7.1 T
v ————————— e 255.6 8.6} 2.8
FOR-ArRE DA e —————— 1266.2 . 7.8 29
! Begsonally adiusted anmns] rate.
1 Annpsl rate,

Sources: Data for gross national product, 1886-1918, from U. 8. Department of Commerce, Historical
Biatistics of the Unized Stctes, 17851945, ©. 15 191828 based on estimates in Nuationad Product since 1569
by Simex Enznets and others, adjusted to Depeartment of Commerce concept; data for imports from U. 8.

Department of Commerce.
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’z‘mm: B~—~Value of 1857 United Stlafes imporis affected by lariff reductions
under irade agreemenis in ¢ffcct on Januery 1, 1948

- Impornis for conspmption, 1M7
Type of coneession Value Percsat of
{Millions of { totnl Gutisbls
deoliars) imports
Total dutiabie I Dot o o et e ——nn e 2212 100.9
B0 on s T o s SO 257 1.6

8Ty (oo b Lt U 1,955 88.4
010 25 POTCEUE. o mveemeeeeoennns e e ee e 154 7.0
S 0 B T OOk e o e e i bt e m e m 249 11,2
A 10 B DT e e et et et e e 1,333 $0.3
BH L0 T8 POTBDY .« e e e ettt et mmem e mm e 219 8.9

Source: U. 8. Tarlf Commission, Effect of Trode Ageement Concestions on United States Tariff Levels

Based on Imperts in 1947, May 17, tables 1 and 7.
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TanLy 24.~Uniled States ocean shipoing balance of poymenia, 1938 ond 1857-691

IifiBons of dolinrs]
3 En%e“g..
ERP — AR g
. ERP ; ileex A Zatin natlona?
Yenr Total | nntries dggﬁﬁ- Eorope § CEuRds | TN @he;j m@gﬁg
1538; |
Regeipts. ... 1255.0 & ® & O B ¢ 35 &
PeyInentr . ceua..! TITLO {8 & 10 & ) 16 &)
Neteaeeiane . $.-10.8 ] % ® {5 1t 3y O]
1M )
Recelpts. ..o, 1.602. 4 H 5.0 4.7 224 226, 2 7.3 eearmmnann
Payments.......! 584.0 2326 27.1 14§ 189} 1500 S RIS
Neto.onean 10145 829.5 anyg 2.3 ¢ 357 189 < B 2 S .
2 = —wwm
1548 ; : i .
Receipts. ... 1,205.0 582.8 5.8 15.1 0.4 200.3 230.8 | 23
Payments.......{ 537.2 o i 2.2} 9.9 5.8 179.0 528 favoonnnaee
Net.ooomooens 847.8 3920.9 34.8 &2 —z2r | iznal  med 9.3
=3 ey fe e e
1949; _
ReceiptS..ocoan.. 1,086.9 589 57.7 7.7 15.1 204 8 246.2 nE
Pavments_.._.._.} 589.0 329.4 16.1 9.2 18.5 162.3 B35 Lo
Netoouooaeooe. a7.9!1 1985 4.5 —~1.5 -3.4] 28] @27 wE .
1950, frst half: ¢ | 1 K
Receipts._.......] 80041 3586 2.0 6.2 4.0 1720 153.8 ®E
Payments.......; 630.6 414.2 %6 9.6 2.4 192 % B8 foeeenn —
Nétuuvroweonen) 11981 =256 24] -34] -7.4| -182{ 1.2 BR.

t Oecan shipping in this table inelndes ceean frefzhi, coean passenger fares, ocean port ezpencinares o
cherter hire. Years 1947 to 1940 snbiect io revidon, vesr 1950 preliminary,

2 Includes Oreat Lakes shippiag,

2 Not available,

+ Annral rate,

Notz.—Detail wil! not necessarily 244 o totels beesuse of rounding,
Bouree: U, B, Department of Commmeroe,
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:i.‘.agm 2.’5 —~United ;S’tazes merchondise erport surplue, by orea, 1936-38 gquarterly
grerage and i247-50

Totsi | g
merchan. §§g§ ERP | oener Australts
Perlod dise {Canadatl Herni- % Turo Asia? and Africa
e1port % ; tries 1 SAITPS Oceanta
surpius 33’
Miltions of dollars
Quarierly aversge: :
103838, e mn 120 prd -7 130 i —&3 i3 15
L S 2,398 248 449 1,150 3 313 L1 iz
iz SN ——— i, 352 83 24 802 {e e 83 i} 98
L1732 1,254 w2 i3 807 & ] k¥ 71
1048 First quarter.... 1, Hs B4 i g10 g = 2 80
Second quarter.. L7773 135 15% % i3 250 i 15z
Third gunrter.._ 1,215 125 108 €68 - 17 251 -0
Fourth quazrter.. Eovd 2 i1} 653 1 160 13 £
1050 First quarter. .. 499 —8 ~33 550 — " -12 -39
Second quarter.. 583 53 23 5 —11 17 314 -7
Third quarter... i9 @ " ¢ U] G} 18 1]
Percentagsa of tofal
Querterly sverage:
10638 oo 00 22.5 -58 i0g.2 0.8 —~50.8 10.8 i2.5
L 100 16,3 137 48,01 07 i1 1.7 &1
b2 T 6 f.4 5.6 880 leeceeen 2.2 - 2 7.1
1949 e 186 7.5 8.3 5.8 .4 2.5 1.2 5e
1049—First quarter.... 100 81 L2 B .5 8.3 1.3 39
Second quarier.. 100 13,6 | 9.0 5.3 .7 18,4 .8 6.3
Third quarter... 100 10.3 8.9 550 2 17.% 21 5.8
Fourth guarter. . 100 .2 11 4.0 .4 I3l L3 4.6
1850 —First quarter.... Ko -1.2 -16.6 102 -1.8 1.8 -2.4 7.8
Second gusrter.. 100 8.1 3.9 85.4 ~i.% 232 -2 4 -1.2

1 Inclodes Newfoundisnd and Labrador.

* Turkey is inciuded with ER P countries and exeluded from Asia. Exports tosnd importsfrom Germany
in the postwar period relate slmost wholly to trade with the three westsrn zonas. .

2 Not availsdble,

Nore.—Detall will not necesssrily add to totals because of rormding,

Beginning in July 1950 data by areas exclode “spesial category™ exports which ays Wclnded In total
axparts.

Sourece: Pased on U. 8, Department of Commerce data In tables 26 and 27.
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TasLe 26—United Stintes merchandise exporis, including reexports, by areq,
133658 quaricrly average and 194750

‘ i
Tl ex- Other
> ERP " Australia
Period POTES I} a1} VSSIETA | onn  f Other | Lo é sud | Afvics
Clinding Hemi- frins 3 | EuUrOpe Oceania
resenoris i zphere 2 13
i H §
W diions of dollars
Quarterly svorage:
TEBG-TR, Lo 742 115 135 282 3t = = 32
17 IR 3. 835 338 1,517 1,324 iiB 562 80 205
1848, e 3,163 156 541 1,048 43 ki 38 19%
1848, i vieimmman 3010 430 724 1,018 41 533 49 155
is9-—First quarter.... 3,337 472 35 1,169 ¢ 42§ 61k 54 i3
Beonnd quarter.. 3,37 E-vs] o) 1,158 48 592 5 188
Third quarter... 2,692 2 i 870 843 35 482 47 1 142
Fourth quarter. . 2,637 444 653 851 39 443 44 13
1950 Pirst quarter. ... 2,387 398 53 THO 38 &0 i 35 84
Becondd guarter.. 2,510 531 &8 764 85 3806 33 95
Third guarter. .. 81 o) {3 & 3y * ™ &)
Perventage of total
Quarterly sverage:
1638, s % 155 18.3 3.0 42 6.4 31 4.3
k- N - 103 38 6.5 4.5 3.1 M7 21 53
IME . e 38 i5.4 i 3.1 .5 16.9 1.2 6.2
1M, i iGe 16.3 Hi 333 _ i.4 7.7 1.& 51
1%40—TFirst quarter.... 108 L& 25.1 24.3 1.8 18,3 1.6 4.9
Second quarter. 0 16,9 .9 35.2 1.4 17.5 1.5 55
Third quarter... 00 17.6 2.9 31,3 1.3 17.9 L7 33
Fourth quarter. . e 16.8 4.7 3.4 L3 17.9 .7 4.3
1950—First quarter . 100 16.7 26.9 .1 150 168 1.5 3.5
Second quarter. . 100 21.2 25.5 304 1.4 15.1 LB 3.8

! Includes Newfonndland and Labrader.

¥ Turkey is inended with ERP countries and exeluded from Asfa.  Exports te Germany In the postwar
period refate simast whoily 1o exports to the three western zones.

3 Not svailable,

Nore~~Dgta in this tshle cover all merchandise, including reaxports, shipped from: the United States
enztoms sres to foreign conniries including, in 1947 to 1950, goods destined o United &mnesarmedfm
abroad for distribution in oeeupiad areas as eivilisn supplies.

Beginning in July 195 dats by areas exclude “specisl eategory™ exports which are included in {otal exports,

Deatall will not necezsarily 344 io tofsls beeansa of rounding,

Boarce: T, B, Dengriment of Commerce,
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Tamm 27.—United Btales general merchandise imports, by area, 1936-88
gquarteriy arverage end 184758

’ Other "
Tetsl P mps | - Australial
Period general | Canada?) proen | ERPS g.‘}é?é%e Asia? | snd | Africa
fmporis - sphere Oceania
Millions of dollars
Qanrtsly averagn:
2= < S 22 5% 143 132 e H 83 i0 17
% A 1,430 | 23 6% 17% 45 49 39 82
3988 o 1.781 T 627 44 45 36 41 o3
3¢5 A 1,65 388 §i1 i 35 206 | 31 84
$— Firet quarter. ... 1,789 IR a2 250 4 328 34 103
Secomd qoarier. . 1, 601 = B 190 =3 0% 3% 74
Third guarter_ .. 1478 8 2 173 33 P 2 72
Fourth quarter. . 1,758 442 L2 14 o028 38 w8 3 86
1950—First quarter .. i, 588 404 ¥ 0 43 a0z 43 b yisd
Besond quarter.. 1,928 478 s} 243 45 63 521 H3
Third quarter. .. I @ ) G B O TN & %
Percontage of total
Quarterly average .
183638, i 100 141 z.6 2.4 4.8 29. 4 1.6 27
MY, oo Hiy .4 29.5 123 3.1 i7.3 2.7 8.7
bt S 0 3 352 13.7 2.8 18.2 2.3 5.5
bt 4 S 160 .4 389 127 21 7.9 i¢ 51
1949 Firet quarter . __ 00 .1 30 14.0 1.9 18,3 .9 5B
Second gusrier, . pit .8 38.2 ILE 21 j. % 2.4 4.8
Third quarier. . pird 2.5 38.0 1.9 2.2 i7.¢ L3} 4.8
Fourth quarter. .| 100 25,2 36.5 13.0 2.2 164 L8 51
1950 First quarier. ... 100 2.4 3’5 i2.7 243 160 2.5 4.5
Second quarter.. 60 24.8 33,4 iss 2.4 1. %1 27 53

1 Includes Newfoundland and Labrader.
! Turkey is inclnded with ERP countries and exclided from Asia.  Imports from Germany in the postwar
period relate slmost wholly to imports from the three western zones.
Not availsble,

Nore.—Dats in this table cover all merchandise received in the United States customs area from foreign
conniries, Geperal Imports inclode merchandise entered imimediaiely upon arrival into merchamliaing
chanvoels, plus entries into bonded eastoms warehouses,

Detall will not necessmrily sdd to toisls becanse of roanding,

Seurce: U. 8. Department of Commerce,
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Tastx 28 —Indexez of guaniiiy and unit value of Uniled Sicles domesiic mer-
' chandize cxports, by economic class, 195588 guarierly average and 1847-50

163633 me 100}
Total Manufac- | gomgpans Finished
Pariod domestic Crade | Crade Hred . oA
exporis materisls | foodstuds foodstusts fsctures tures
Quantity iadeses
Quarterly sverage:
b5 2 S i) pit ] ol 300 100 0%
T e ran — et iz 38T 453 b ¢ 2
I e eenvn o ———— 2i4 100 362 350 14 287
B R = 125 £33 | 27 1% '
10~ Firt quarier. .. ... - bz 138 ¢ 485 nr 62 =04
Boeond Quarter . ... .. 243 153 438 356 187 ;e
Third quarter. ... 200 W 479 233 i -
Fourth quarter. .. ... 200 125 388 on L3 28
1950-—First qomarter. . . veneaca 182 125 237 oty 120 230
Becond qUATIRY. ovvnnn.. M 143 2T 280 126 . 2%
Third guaster:
133 SO 178 £3 248 260 17 21
ANZUst e 173 114 268 88 1i8 204
Unit walue indeges
CGuarterly average: =
IBI8B. e ama— ion 100 100 106 00 00
3047 o eemeam——— 158 195 248 218 We | 182
o TR, wrmmmrn . =00 223 255 @23 184 B L - S
7 H U 185 22 225 177 174 181
1546~ First quarter. ________.. 163 216 23 101 o 100
Second quartere cvmaaee- 188 a2 £33 175 177G 188
‘Third QUEaTTeT v cmewrome 182 212 28 175 185 ji:1]
Fourth quarter. oo 178 208 o4 163 164 $W
4050 First quarter . ... 157 %6 202 160 TIR B ¥ 3
Second quarter ___ ... 174 22 - 180 146 186 74
Third quarter; o
£} - 175 27 150 1529 186 178
ADZust. . e nn 177 222 187 isd 170 74

Nore.—T'he inderes of guantity are s measure of the volume of trade after the influence on value of changes
in aversge prices hes been eliminated. Theindezesof unit value provide a measure of change in the avérage
prices 5t which trade irsnsactions are reported in official foreign trade statistics, inclnding change inaverage
prices §hat resplt from chenges in the commodity composition of trade. The indexes for 1947 to 1950 are -
hased on dsts which inclpde goods destined to the United States armed forces sbroad for distribution
to civiliane in ococcupisd areas,

Source: T. B. Department of Commeree.




Tanre 20—indeves of quaniiiy and unit valwe of United Sigtes merchandise
imports for consumpiion, by economic closs, 1935-38 guarterly average and
185750 Lo

[L0636-38 = 100] it
1 Totad im- - ; o

Sy MTanuface Finishad -
" 1 portsfor | Cride ma- 10rude food- - Semimann- C
Period { consurop- | terials stufls tm;%%?’ factures | oouuisc- .
tinn wares LT
Quantity indexes L

Quarterly average: .

YOM-IE. e, 00 100 109 106 100 100 i
T = S 08 129 % 8 130 2 TR
12 A 123 | 139 102 | | 149 | 03
FEC 3 Y iz 123 119 97 143 Fii4 RS :
1940 FIrst QUATIEr ocoenn. ... 12 129 121 o 140 105 s
Second quarter. ... ... 115 118 115 105 128 B8 T
Third qusster. ... __. 111 i 154 100 150 94 R
Fourth quarter ... . 43 13 135 8 | 169 106 RS
1950~ First QUATIRr . .ovveee o, 137 152 121 e 188 107 e
Second guarter. ..., 135 139 B4 113 23 119 P
Third quarier: o
L2513 o 143 14l 1% 4 128 A6 118 Lo
AUZUS s e 164 | 156 152 163 224 125 1
; : E
TUnit value indexes R
Quarterly aversge: !
638, - ceemccmemmeeen 100 100 100 109 100 160 R
b v S SN 213 180 ¢ 31 208 15 M5 A
£ SR S w5 | 208 343 | 21z 217 266 o
I9Be e e a3 195 330 " 158 258 fo
; .
1S4 First QUATIET oomvnnnn. .. 235 206 | 350 95 i %7 S
Second QUATIES - oupe ... por2 200 306 i 208 261 R
Third quarter. ... b 1 2 T 157 258
Fourth guarter. . oovo.o iy 185 352 pi3 126G e
1550— First quarter. . ......_.. 223 185 10 199 178 245
Besoond guarter. .. oo g 104 & it 17¢ 248
Third guarten
Fulvo . 240 206 425 204 %8 253
Avgust L. §; 237 ! 212 483 A2 156 252
¢ H ]

Nore.—The indexes of quantity sre 8 messure of the volume of trade after the influence on value of
ehanges in aversge prices has been eliminated. The indexes of unit value provide 3 measure of change
in the average prices gt whick trade transsetions are reporied in offcial foreign trade statisties, including

: 5 in gverage prices that resplt fromn changes in the commodity compasition of trade,

O

Bouree; U, B, Department of Commeree,




